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Preface 


STUDY DEALING exclusively with mutual savings banks has 
A seemed desirable to the present writer because of the cur- 
rent academic neglect of this form of banking. The interest of 
most students is centered on the commercial banking system. 
Although mutual savings banks are situated in only seventeen 
states, they have held in recent years approximately ten billions 
of dollars on deposit, about a fifth of all the deposits in all the 
banks in the country. The management and investment of these 
funds have comprised one of the foremost problems in contem- 
porary banking. The importance of these funds as a source of 
demand in the bond market, both for governmental and cor- 
porate bonds, is obviously great. At times in the past these 
banks have held over a third of all banking investments in cor- 
porate and governmental securities. Since approximately half of 
mutual savings bank assets are loans on real estate security, they 
are also dominant factors in the mortgage market. 

In view of the lack of literature dealing with the develop- 
ment and operation of savings banks, it is hoped that this study 
will be useful to bankers and students of economics. The vol- 
ume of funds handled by these banks and their importance in 
the investment market are sufficient to attract the attention of 
those interested in financial affairs. 

This study was made originally as a doctoral dissertation and 
submitted to the faculty of Princeton University in September, 
1937. During the summer of 1938 data were obtained to bring 
the descriptions and conclusions down to January, 1938. Minor 
changes have therefore been made, principally in Chapters VI, 
VII, and VIII. Because of changes in reporting methods by 
various agencies, it was not possible to bring all the charts and 
graphs up to date. In these instances explanations have been 
made in the text. , 

The study is confined to savings banking in New York State, 
and has been divided into four parts. The first describes the his- 
tory of the banks from their inception in 1816 to the adoption 
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of the General Law of 1875. The second part deals with the 
development of these banks from 1875 to the World War. Part 
Three is concerned with the changes taking place during the 
war and post-war periods. Part Four is an analysis of the more 
important problems and policies of savings banks, dealing par- 
ticularly with mortgages, real estate, bond investments, institu- 
tions supplementary to the savings banks, and the activity of 
savings bank deposits and savings bank liquidity. Savings bank 
life insurance, permitted by the New York Legislature in 1938, 
is not included because of the lack of experience and data for 
New York State. 

Mr. Earl B. Schwulst, Executive Vice-President of the 
Bowery Savings Bank, gave much patient assistance in the prep- 
aration of this study. His suggestions and introductions made 
available a large part of the material used. The writer also 
wishes to thank the Hon. William R. White, Superintendent of 
Banks of New York State; Mr. E. J. Pierce, Mr. E. J. Powers, 
and Mr. G. R. Dorman of the State Banking Department; Mr. 
Charles A. Miller, Chairman of the Board of Directors of the 
Savings Banks Trust Company, and Dr. Irvin Bussing, Econ- 
omist of the Savings Banks Trust Company; Mr. Paul Albright, 
Secretary of the Savings Banks Association of the State of New 
York; Mr. August Ihlfeldt, President of the Savings Banks 
Trust Company; Mr. Stewart Hathaway, President of the In- 
stitutional Securities Corporation; Mr. Robert Stenhouse, 
Treasurer of the Bowery Savings Bank; Mr. John McKean, 
Executive Secretary of the Mortgage Conference of New York; 
and the Group Five Mortgage Information Bureau. The man- 
uscript was read by Professors Edwin W. Kemmerer, Frank D. 
Graham, and James G. Smith of Princeton University, and Mr. 
H. A. Lyon. The writer wishes to thank them for valuable 
suggestions. The responsibility for any statement remains, of 
course, with the writer. 

W. W. 
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Part One 


The Formative Period 


CHAPTER I 


INTRODUCTORY: GENERAL CONSIDERATIONS 


UTUAL SAVINGS BANKS have long been considered benevolent 

institutions. In fact, they were originally organized for 
benevolent purposes. It has been said that savings banks re- 
ceived their first literary advocacy in France, their first practical 
test in Germany, and their first statutory regulation in England. 
According to most historians, Hugues Delestre, in 1610, was the 
first to propose such an institution. Well-known names con- 
nected with the early savings bank movement were those of 
Daniel Defoe, David Ricardo, and Thomas Malthus. Many of 
the early “savings banks” were really philanthropic associations 
for the provision of annuities, heavily dependent upon the sup- 
port of wealthy sponsors. Probably the first real savings bank 
was one founded in Hamburg in 1765, because this bank for the 
first time adopted the principle of allowing the workman to de- 
posit and withdraw funds as he pleased, with interest from the 
time of deposit.2 This bank originated in the reorganization of 
a philanthropic institution. 

The earliest savings banks resulted from schemes to relieve 
the poverty of the laboring classes and to lighten the burdens 
of poor relief. The theory back of the movement was that the 
banks would be a means whereby the laboring man could help 
himself. In this movement the clergy took a prominent part, 
and a Scotch clergyman, the Reverend Henry Duncan, founded 
what is now known as the first modern savings bank, in 1810. 

The first public announcement of a savings bank in this 
country appeared in the Christian Disciple, of Boston, in 1816, 

*J. H. Hamilton, Savings and Savings Institutions (New York, 1920), Pp. 


154. 
*Wm. Kniffin, The Savings Bank and Its Practical Work (New York, 


1912), P. 4. 
gd 
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which stated that application was to be made to the Legislature 
for a charter for a savings bank in Boston and that one had been 
proposed in Philadelphia. These two banks are now respectively 
the Provident Institution for Savings and the Philadelphia Sav- 
ings Fund Society. The plans for the latter were drawn up by 
Condy Raguet, Clement C. Biddle, John Strawbridge, and other 
prominent citizens. The founders of this bank contributed to- 
ward a fund of $250 with which to start operations. The Bank 
for Savings, of New York, was chartered in 1819, largely 
through the efforts of DeWitt Clinton and the Society for the 
Prevention of Pauperism. The next year the Albany Savings 
Bank received its charter. 

Many of the early banks were chartered only with difficulty 
because of the antipathy with which legislatures regarded all 
banks. This explains the use of the term “institution” or “so- 
ciety” in many of the early titles. 

The following figures, for the country as a whole, illustrate 
the growth and importance of the savings banks. The low aver- 
age account indicates that they have been used primarily by 
those with relatively small incomes. Many states limit the 
amount that may be held by any one depositor, on the theory 
that larger depositors have ample investment facilities outside 
of mutual savings banks, as well as to prevent large sudden 
withdrawals. Tax exemption of these deposits has also led to 
limitations on their size, to prevent tax avoidance. Many of the 
banks themselves attempt to restrict their deposits to funds 
representing genuine savings. 

These banks took root in New England and the Middle 
Atlantic states, but have not flourished elsewhere. There are 
less than twenty-five banks of this type west of these sections and 
there are none in the South.’ 

Various explanations are given for this geographic concen- 
tration, but perhaps the most likely is that the banks were 
founded in the older sections of the country by philanthropic 
citizens before there was a need for such an institution on the 
frontier, and later on, commercial motives predominated in the 

* Mutual savings banks reporting to the Comptroller of the Currency for 
June, 1937, were located as follows: New England, 365 (principally Mas- 


sachusetts) ; Eastern States, 181 (principally New York); Middle Western 
States, 13; Pacific States, 5. 
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TABLE I. DEPosITs AND DEPosITORS OF ALL MUTUAL SAVINGS BANKs, 


1820-1930 

Number of Average 

Year Banks Depositors Deposits Deposit 
il a 10 8,600 |g 1,140,000 $132 
USSOML eta 36 16,900 2,537,000 150 
S40). ees44 cues 61 78,700 14,051,000 179 
G50. 108 251,400 43,431,000 173 
NSO. ee, 278 693,000 149,277,000 215 
US ZON eM iays 517 1,630,000 549,874,000 337 
US BO) eit oi 629 2,336,000 819,000,000 351 
TE Oita Gla gen 637 3,765,000 | 1,336,000,000 325 
POD) 8. 652 5°370,000 | 2,134,000,000 397 
CuO ween 638 72480,000 | 3,361,000,000 449 
ODOC 620 9°445-000 | 5,172,000,000 547 
BOAO K ied: 606 11,895,000 | 9;191,000,000 772 


From Annual Reports of the Comptroller of the Currency. Some of the earlier figures may include 
stock banks, though they have been removed where possible. Put in round numbers by the writer. 
organization of stock savings banks in the West. In 1936 there 
were 566 banks,* 135 of which were in New York. These 135 
banks, however, represented about half of the resources of all 
the mutual savings banks. On the average, there is a savings 
bank account for every two persons in New York State. 

A mutual savings bank is not a profit-making institution. 
There are no stockholders, and the assets are owned by the de- 
positors in proportion to the deposits of each. The earnings are 
the property of the depositors and are credited to their accounts 
after provision for current expenses and additions to surplus. 
Under the state laws trustees are not permitted to profit from 
the banks. The funds of a mutual savings bank are, therefore, 
in effect, trust funds. 

There are also stock savings banks, which have, in fact, been 
more numerous than the mutuals, but they are much less im- 
portant financially and at present are fewer in number. In 1929 
the mutuals had assets of over nine and a half billion dollars, 
while the stock banks had about one billion and a half. In view 
of the trust nature of the mutual banks, the legislatures of the 
states in which they exist have passed stringent laws regarding 
their organization and operation. The only two exceptions to 
this statement are Maryland and Delaware, where the invest- 
ment of savings bank funds is left to the discretion of the officers 


“Comptroller of the Currency, Annual Report, 1937, p. 159. 
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of the banks. In these states, however, the savings banks are 
subject to severe examinations by the banking departments. 

According to the laws of most states in which these banks 
are located, a savings bank may be formed if a designated num- 
ber of responsible citizens can demonstrate to the state banking 
commissioner that there are sufficient need and opportunity for a 
savings bank in their community. The incorporators must guar- 
antee that the liabilities will be met during the starting period, 
and contribute a guarantee fund (surplus) for the protection of 
the bank until it has built up adequate resources. From the 
start, part of the earnings must be diverted into the surplus, until 
it reaches a stated percentage of the deposits. This percentage 
varies in the different states, some of which set maximum ratios. 

Except in the two states just mentioned, the savings banks 
may invest only in those securities prescribed by the state laws. 
The investment laws vary from state to state, but are in most 
important respects similar. As a rule, they provide for invest- 
ment in all or most of the following: bonds of the federal gov- 
ernment, states, counties, cities, towns and districts; railroad 
bonds; foreign government bonds; public utility corporation 
bonds; acceptances; collateral loans and mortgages. 


CHAPTER II 


FORMATION AND DEVELOPMENT OF SAVINGS BANKS IN 
NEW YORK STATE PRIOR TO THE GENERAL 
LAW OF 1875 


AVINGS BANKS in New York State, as elsewhere, had their 
S origin in the philanthropic motives of a group of leading 
citizens. The first sign of the development of these institutions 
was an inquiry by the Society for the Prevention of Pauperism 
into the feasibility of establishing such a bank to further the 
aims of thé Society. In 1817 members of the Society petitioned 
the Legislature for a charter, but the petition was not brought 
to a vote. In the minds of the committee to whom the petition 
was referred, it was undoubtedly desirable to encourage savings 
by the poorer classes, but “the expense necessarily attended in 
such an establishment will lessen, if not defeat, the benevolent 
views of the petitioners . . . the committee have yet to learn, 
whether the object might not be accomplished, with a greater 
prospect of success, and at the same time avoid a new incorpora- 
tion, by making an arrangement with one of the banks in New 
York, to allow one of their clerks to transact the business for a 
small extra allowance.””? 


The Society apparently was undaunted, and continued its 
efforts to secure a charter. Governor Clinton, a member of the 
Society and one of the original trustees of the first bank, urged 
its establishment in 1818, emphasizing the heavy taxes for poor 
relief and their depressing effect on real estate values. The atti- 
tude of the Society was expressed in 1819: 


That, which has a tendency to ameliorate the condition of this 
portion of our citizens, must, of necessity, improve their morals, and 
diminish the number of paupers, while it augments the means of 
supporting them. It is an allowed maxim in political economy, that, 
in proportion to a man’s interest at stake, will he be disposed to foster 
that which promises the greatest aggregate of good to the community. 
Perhaps no plan could be adopted better calculated to create such 

*Emerson W. Keyes, History of Savings Banks in the United States, 1816- 
1877 (New York, 1878), I, 311. C7] 
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an interest, a desire to better their own condition and that of others, 
than a Savings Bank.” 


The Society had already addressed a questionnaire to the 
existing savings banks in the country to discover how they 
operated and what effects they had on their communities. In 
reply to this, the Secretary of the Provident Institution for Sav- 
ings in Boston wrote that the business was conducted wholly by 
the treasurer, whose books were examined weekly by a com- 
mittee of the trustees, who took monthly turns at this task. One 
dollar was the minimum deposit, and 2.5 per cent was paid 
semiannually on sums over five dollars. The money received 
was immediately deposited with local commercial banks at 6 per 
cent. “This is an advantage to the banks, although at first they 
received it to encourage the institution; being a permanent de- 
posit, they discount on it as capital.” He continued that 


The greatest good is, in affording the humble journeymen, 
coachmen, chamber-maids, and all kinds of domestic servants, and 
inferior artisans, who constitute two-thirds of our population, a secure 
disposal of their little earnings, which would otherwise be squan- 
dered, or unwisely lent to petty fraudulent dealers, on a promise of 
usurious interest, which is three times out of four, wholly disregarded. 
More than a hundred instances have occurred in our experience, of 
such losses, by lending to neighbors or cousins; and these operate as 
the most powerful argument, with that class of people, to come to 
the Savings Bank. 

Some examples Of abjuring spiritous liquors, and laying up what 
was worse than wasted, have encouraged us, 


Several similar replies were received from the four already 
established savings banks, all pointing to the benefits conferred 
on the poorer classes by the existence of a safe depository for 
their small savings. Several of the references are interesting for 


* “Documents Relative to Savings Banks, Intemperance and Lotteries,” pub- 
lished by the Society for Prevention of Pauperism (New bins 1819), ps 4. 

*Tbid., p. 6. The list of depositors is also interesting: “1 widow of a 
clergyman, 89 widows, 2 nurses, 309 single women, 62 married women, 9 
mantua-makers, 8 tayloresses, 1 orphan, 402 minors, 19 charitable societies, 
1 church, 1 trustee for a minor, 21 merchants, 41 traders, 15 printers, 37 
lawyers, 5 gentlemen, 5 physicians, 6 druggists, 1 comedian, 3 clergymen, 6 
school-masters, 90 mechanics, 6 bakers, 4 taylors, 5 barbers, 8 shoemakers, 1 
butcher, 18 farmers, 25 clerks, 25 sailors, 2 soldiers, 33 laborers, and 158 
domestics. More than one-half the deposits were in sums under thirty dol- 
JEW Sa? 
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their reflections on the life of the times. For example, from 
Baltimore came the statement that 


We do not take over 500 dollars at any time, for any one per- 
son. We have an Irishman, a hard-working stone mason, who has 
deposited 500 dollars, at 3 different times. Several free blacks, have, 
from time to time, deposited 100 dollars, and more. We have sev- 
eral instances of women, who, during the whole summer, deposited 
a dollar per week. ‘This is the most desirable kind of depositors, 
for all this is saved from luxury and dress. Several journeymen 
mechanics deposit their 3 to 5 dollars per week. Just at present, 
our weekly deposits are small—as the expenses of a family, in the 
winter, are heavy, and less can be saved than in summer.* 


The Secretary of “The Institution for Savings in the Town 
of Salem and its Vicinity” reported in December, 1818, that 
during the first six months of the bank’s existence, 184 de- 
positors had deposited $26,250. Nearly three fourths of the 
depositors in this coastal town were “females, sailors not being 
disposed to deposit their earnings, which if husbanded at all, 
can be turned to greater advantage, when taken with themselves 
as adventures on their voyages.” He took pains to point out 
that in his opinion the expenses of the institution for that period, 
$104.35, were more than they would be in the future because 
“of the necessity of furnishing the treasurer with the necessary 
books and other articles.””® 

A letter from the Philadelphia Savings Fund Society, dated 
“Tst mo. 1819,” remarked that 


A great proportion of the deposits still remain in the fund, and 
many persons who have withdrawn deposits, have remarked how 
thankful they were that they had this resource to apply to, im time 
of need. Some servants have deposited old bank notes that they had 
been saving at home, at considerable risk, of the last century; one 
man above $100 in silver, which he had kept buried 2 or 3 years 
in a cellar... . I have no hesitation in recommending to you, to 
establish a similar institution in your city, fully believing it the most 
efficient means of decreasing the evils of pauperism.® 


Fortified with these records of other experiences, the Society 
applied anew for a charter, and, after shifting the name of the 


“Ibid., pp. 7-8. ° Tbid., pp. 10-11. 

°*Tbid., p. 14. (Original italics. It is not stated whether the danger in 
hoarding bank notes was owing to bank failures or other types of loss, though 
the former is likely.) 
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proposed bank to a “Corporation for Savings” in order to avoid 
the antipathy to banks, and back again to “The Bank for Sav- 
ings,” they were successful in 1819. The original bank charter 
permitted investment only in the stocks’ of the United States 
or of New York State. In their first annual report to the As- 
sembly,® the trustees pointed out that their depositors consisted 
mostly of people who had no other means of investing their 
money and that saving had been much encouraged.® Great re- 
forms in the habits of the people were hoped for, inasmuch as 
“even public tavern-keepers . . . have brought their money to 
the bank for safety and increase.” In order to invest the money 
of their depositors more efficiently, the bank requested the Legis- 
lature to amend its charter to permit loans on real estate and to 
the city. (The first financial statement, reproduced on this 
page, shows a relatively large “city loan.”) The power to lend 
to the city was granted with the proviso that it be at “not less 
than six per cent.” 


First FINANCIAL STATEMENT OF THE BANK 
FOR SAVINGS, FOR 1819* 


1819 Dr. 
July.: (io. cash}fromy depositors) s.-\ant eee eee $ 40,262.52 
Ap.) ocashitromidepositors ume esi fie esata ieee 26,783.69 
Sept: Mo/cashitromidepositors. yao) ese 25,720.78 
Oct") Lojcashiiromidepositorss- en. nsec eee 21,108.75 

DPorinterest/i1,) Ae ak evs A aA ait eae 1,217.38 
Novy,; do cashitromidepositors 1 <r 195934-77 

CROMMtCKESE sf 5,014 2o-n1 ee Neh ee eee eres 300.00 
DeciLortcashtromdepositorse se eal ae 19,516.88 

Tojbalance; due) reasuremen ace ate deer: 947.20 

$1555791-97 

1819 Stock Cr. 
July. 7. By. cash, N.. ¥. long: Woaniy sti. a. ee: $ 4,331.80 $ 4,256.00 
July 13. » Ne. YY. Statessixestrs ¢/sp.geensne ce 155535087) on aeoenis 
Aug. 5. 2 IN: Y...(Statevsixesie se smi Seer 20,781.37 20,781.37 
Aug. 10. is NY.) Statessixesiyt5 4 pen ee 9350.96 94.13.29 


* “On comparing this account with the books of the accountant, it appears 
that a loss of $50.92 has occurred, of which $27 was in counterfeit notes, and 
$23.92, losses in change” (Keyes, of. cit., I, 349). 

7 Government securities were called “stocks” at that time and the terminol- 
ogy is used in this chapter. 

® Quoted in Keyes, of. cit., 1, 342-347. 

* Ibid., p. 342. The list of depositors included mechanics, laborers, trades- 
men and domestics, 840; minors, male, 287; minors, female, 276; widows, 98; 
orphans, 20; apprentices, 15; unclassified, 24; total, 1,527. 
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Anipan6. By Cash, wNewva Longwloamiyn.) 4: sceisiceke 16,772.68 16,94.0.4.0 
2 Watharawn Mabey Mca aclbasgtehetseis 430.00 
Sept. 8. on Canale Stock met. panera 6,000.00 6,068.00 
Sept. 14. BY Canals Stockinn ese e2, eee 4135-96 4,186.95 
Sept. 16. 9 OnewMullionsWoadning ese oeraaeie 4)250.00 4313-75 
Oct. 6. ey Citye Woaris eee en ahs lias aad 20,000.00 20,250.00 
MEN VACLGeD WA ny Nei oc) sean uate 3675-49 
Hortiexpensessysein scape -cialstcene yes 505.70 
Nova fsiay 7? City iloammaianiyes Reus A iiiy hal iil, 30,000.00 30,184.56 
PMV AEO IGEN tar a nas Mel ae 1,869.51 
a Ror jexpensesn yr a ages cern aes 308.00 
Dechy Y CairalyeStocksw. Wen oe cntenst ate ate 16,752.80 16,752.80 


Y NING CNCUEN GON ola cis la ton peace ieee 631.00 
$147,911.44 $155,791.97 


The early operation of the Bank for Savings was sufficiently 
impressive to smooth the way for similar institutions in other 
sections of the state. When the Albany Savings Bank requested 
a charter, the committee of the Assembly thought that the Bank 
for Savings “had sufficiently tested their importance to public 
morals,” and a charter was granted in 1820. Others followed 
shortly, the next being for a savings bank in Utica in 1821, 
although this particular bank never operated.?° 

All of the first incorporations, however, were not as altruis- 
tically sought as were those of the forerunners. Legislators 
found that including the names of favorites among the list of 
incorporators was an easy method of repaying political debts. 
Names of prominent people were sometimes included to facil- 
itate passage of the bills granting charters. Lawyers, hoping for 
further business in searching titles for real estate loans, were 
sometimes led to urge the formation of savings banks. Others 
saw clerkships for themselves or relatives in the new banks. An 
early danger was that commercial bank officers who were also 
trustees of savings banks would not always act in the best interest 
of the latter. The affairs of one savings bank were wound up so 
that the deposits might be transferred to a commercial bank.12 

The other early banks, like the Bank for Savings, were 
closely restricted in their investments. Some were confined only 
to securities of the United States. The regulations for each bank 
were contained in its charter, and there was considerable di- 

* Subsequently a savings bank was formed in Utica in 1839. 


“ Special Report on Savings Banks, Superintendent of Banks, 1868, pp. 
97-108. Hereinafter referred to as Special Report. 
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versity between the charters. Furthermore, amendments could 
be made to the charters by the Legislature from time to time, 
thus adding to the diversity. It soon became apparent that more 
latitude in investment than originally granted would be desir- 
able. The early plea from the Bank for Savings for permission 
to lend on real estate has been mentioned. This bank was per- 
mitted to purchase the stock of the State of Ohio in 1827, 
presumably requesting such permission because of a favorable 
opportunity to buy the stock. The Albany Savings Bank was 
granted permission in that year to buy the stocks of the com- 
mercial banks in Albany or Troy. The Brooklyn Savings Bank, 
incorporated in 1827, was given the power two years later to 
invest in “Brooklyn village stock.” Again in 1831 the charter 
of the Bank for Savings was broadened to permit investment in 
the stocks of any state or the “Public School Society of New 
York.” This amendment was necessitated by the fact that their 
United States securities had been redeemed.?? 

Charter provisions to lend on mortgage originated in 1831 
(exclusive of amendments to other charters) with the charter 
of the Poughkeepsie Savings Bank. This provided for loans up 
to half the value of the property, but the charter of the Roches- 
ter Savings Bank allowed such loans as “the managers may 
deem sufficient.”'* Similar mortgage provisions thereafter be- 
came common. Personal loans (loans on personal security) first 
became legal with an amendment to the charter of the Savings 
Bank of Utica in 1842.14 

In 1848 a charter provided, evidently more through am- 
biguity than design, that any investment was legal if it were 
made with the unanimous consent of the trustees. It also pro- 
vided that the bank could keep an “available fund in such form 
as the trustees may direct.” This was at first limited to $50,000, 
but later to 15 per cent of the deposits. According to Keyes, at 
least two banks failed through losses on call loans as a direct 
result of this and similar provisions.1®> There were also under 
this provision a few cases of loans to trustees or to trustees’ busi- 
nesses. 

The first investment law designed for general application 

@ Keyes, op. cit., I, 378-380. % Ibid. p. 381. 

* Features of each charter are summarized in the Special Report, 1 868, pp. 
238-338. * Keyes, of. cit., I, 392. 
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to more than one savings bank was the Savings Bank Law of 
1853, which applied to the banks in New York and Kings coun- 
ties. It legalized investment in the securities of any state, or 
any municipality in New York, provided that they were pur- 
chased at par or higher. Probably aimed at insuring safety of 
investment, the law was obviously defective in forbidding pur- 
chases in a depressed market. This law also provided that loans 
might be made on these securities as collateral. 

There was no provision in the early charters for building up 
a surplus. The Bank for Savings requested and obtained per- 
mission in 1831 to hold back part of the earnings until a surplus 
of 3 per cent of the deposits was reached. A law of 1839 al- 
lowed any bank to keep a surplus of 10 per cent. This was for 
many years a very controversial subject, marked by almost com- 
plete lack of understanding of the problem by the Legislature. 
The opinion was prevalent that the depositors were being un- 
fairly deprived of their earnings, that it was unfair to those who 
withdrew their deposits, and that the banks, somehow, profited 
unfairly by the practice.1® 

Because of the nature of the savings banks there were many 
early restrictions on the size of total deposits. There has been a 
gradual easing of these regulations as time has gone on. Some 
of the early charters, such as that of the Bowery Savings Bank 
in 1834, limited the total deposits to $500,000. The Act of 
1853, previously mentioned, raised the limit to $3,000,000, but 
since charters granted after that date were specifically exempt, 
it was inoperative and was repealed in 1867. There were no 
limits to individual deposits until 1835, when an amendment to 
the Bowery’s charter limited them to $3,000. Then other char- 
ter provisions became common, and ranged from limits of 
$2,000 to $10,000. The Act of 1853 set a limit of $1,000, but 
this again was nullified by special charters. 

Since the banks were chartered by the Legislature, they were 
under its general supervision. Reports were required from most 
of the banks. Some reported every year, others every three 
years, while a few did not report at all. A general act in 1857 

**The Annual Report of the Superintendent of Banks for 1870 is devoted 
largely to a discussion of the surplus and its regulation, partly in answer to 


a growing fear that the surpluses of the savings banks would soon include all 
the personal property in the state. 
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required that all banks report to the Superintendent of Banks 
biannually, but the diversity of the eighty-six charters then in 
existence, especially in view of the various amendments to each, 
made it almost impossible to check the reports for legality of 
investments. After the withdrawal of many state commercial 
banks into the national banking system, the bank superintendent 
had more time to devote to the savings banks, and a bill provid- 
ing for annual examinations was introduced in 1870. However, 
this bill was defeated by the Senate. 


It was subsequently revealed that its defeat was compassed by a 
Savings Bank Officer who had the best of reasons for desiring that 
the affairs of his institution should not be subjected to the rigors of 
any examination, the character of which he could not control. He 
accomplished his purpose through the co-operation of a Senator, 
whose position, more than his character and influence, enabled him 
to defeat the bill. It is some gratification to be able to record that 
one of these conspirators is now a fugitive from justice, and the other 
is doing the State more acceptable service, as an inmate of the pen- 
itentiary, than, it is to be presumed, he ever did as a legislator.’ 


This defeat did not prevent the passage of an act calling for 
biannual examination during the next session. 

The difficulties encountered by the examiners because of the 

great diversity of charter provisions gave a strong impetus to 
the movement for a general uniform law covering all savings 
banks. Such a law had been suggested as far back as 1846, but 
the project died in committee. At the time of the Free Banking 
movement, such a bill passed the Assembly in 1848, but not the 
Senate. There was some question as to whether the Legislature 
could continue to grant special charters to savings banks in view 
of the constitutional provisions, but the Attorney General ruled 
that savings banks did not come under the Free Banking clauses, 
since they did not do a “banking business.” The constitutional 
provisions pertaining to Free Banking are contained in Article 
Fight: 
Section 1. Corporations may be formed under general laws, but 
shall not be created by special act, except for municipal purposes, 
and in cases, where, in the judgment of the legislature, the objects 
of the corporation can not be attained under general laws. 


™ Keyes, op. cit., II, 37. 
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Section 4. The legislature shall have no power to pass any act 
granting any special charter for banking purposes; but corporations 
or associations may be formed for such purpose under general law. 


The Legislature again refused to give up its power to char- 
ter savings banks in 1851, and the movement for a general law 
of incorporation was dormant for some time. In his annual re- 
port to the Legislature for 1867, however, the Superintendent 
of Banks strongly recommended a general law, not only for 
incorporation, but for investments as well. A special report on 
savings banks was ordered and prepared in 1868, which led to 
the draft of a model savings bank law.1® A bill embodying this 
draft did not come to a vote that year, since general incorpora- 
tion threatened to “cut off certain small patronage of small 
politicians who, through some inscrutable providence, have legis- 
lative honors thrust upon them.”?® Other provisions of the 
draft were not universally pleasing to the bankers, and hence 
the bill had little support. 

The weaknesses in several banks brought out by the panic of 
1873 again turned attention to reform. The savings banks had 
been singularly free from failures before this time, and none 
failed during the panic, but so many were left in weakened con- 
dition that failures became common in the decade after that 
year.2° There had been no failures in New York State until 
1854, when the Knickerbocker Savings Bank failed with the col- 
lapse of a commercial bank of the same name. Since both insti- 
tutions were managed by the same people, and in the same 
banking rooms, the failure of one entailed that of the other. 
The financial setback of 1857 resulted in only one failure, that 
of the newly established Six-penny Savings Bank of Rochester. 
Ninety-five per cent was realized on the deposits, which were 
only $70,000. 

The failure of the Mechanics’ Savings Bank of Buffalo in 
1870 was caused by defalcations of the Treasurer. Two failures 
that reflected upon the legislative chartering of the banks took 

™ This is the report already referred to as Special Report. It was prepared 
by Mr. Emerson W. Keyes, then Deputy Superintendent, and later author of 
the history frequently quoted in this chapter. 

Keyes, op. cét., I], 121. 


” For accounts of failures, see Annual Reports of Superintendent of Banks, 
and Keyes, of. cit., Il, 533-568. 
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place in New York in 1871. One of the banks was begun in 
order to provide a position for a politician, and it never enjoyed 
good management. The other was also a political plum, being 
set up for the purpose of making loans to the interested parties. 
Fortunately, the failure of neither occasioned great losses to de- 
positors.2! There were two other failures before 1873, one of a 
bank which broke under its first examination called for by law, 
and the other as a result of the divided interest of its manage- 
ment. The latter, the Safe Deposit and Savings Institution of 
Syracuse, was not really a savings bank, but did almost solely 
a commercial business. 

The roots of these failures clearly lay in the loose method 
of incorporation by legislative charter and the diverse regula- 
tions embodied in the charters. More banks were organized 
than were needed, and this frequently led to greater competition, 
high dividends, and risky investments. Twenty-seven new banks 
opened in 1869 and twenty in 1871. One event that stimulated 
the formation of new banks was the Civil War, which brought 
forth an abundance of government debt, currency inflation, and 
industrial activity. Local governmental bodies also borrowed 
to help the federal government, and there was thus an ample 
supply of investments at attractive rates. 

The growth of the savings banks appeared even more strik- 
ingly in their deposits than in their numbers. The number of 
banks in the state had grown to one hundred and fifty by 
1873, and deposits had increased at an average annual rate of 
$21,750,000 during the previous five years. At the first of the 
year the banks had total deposits of $285,286,621, and their 
assets exceeded $305,000,000.7 The national banks had ap- 
proximately $190,000,000, of which $150,000,000 was in New 
York City. The savings banks thus had half again as much de- 
posits as the national banks, which had been in existence for 
only ten years.?* On these deposits most of the savings banks 
at that time paid dividends of 6 per cent, although others paid 
5or7 percent. The aggregate surplus, $19,000,000, represented 
6 per cent of the liabilities. 

™ Ibid., Il, 537-538. 

™ This was then called “an enormous sum” by the Superintendent of Banks, 
but it is not unusual for a single bank to have assets in excess of this figure 


today. 
* Comptroller of the Currency, Annual Report, 1873, p. Ixxiv. 


SAVINGS BANKS PRIOR TO THE GENERAL LAW OF 1875 17 


The relatively high interest payments had unfortunate re- 
percussions on the commercial banks, which were by that time 
competing with the savings banks for deposits. In order to earn 
higher rates, they tended more and more to invest commercial 
bank funds in brokers’ loans. In the opinion of the Comptroller 
of the Currency at this time, “The difficulty in the path of 
remedial federal legislation is that a restriction on interest pay- 
ments by national banks would give the savings banks a com- 
petitive advantage, and lead to evasion of the law. It may be 
safely said that this custom . . . has done more than any other 
to demoralize the business of banking.” He also objected to the 
“illegitimate” organization of savings banks for the purpose of 
obtaining commercial accounts.?* 

Unusually heavy withdrawals, resulting from the financial 
panic that occurred in 1873, were experienced by about three 
fourths of the banks in the fall of the year. Of the $285,200,000 
on deposit nearly $175,500,000 was withdrawn during that 
year, but, on the other hand, there were new deposits of about 
$160,000,000.7® These new deposits, however, did not come 
during the panic weeks, and the withdrawals were met by sales 
of bond holdings, a decrease in loans from $15,000,000 to 
$5,000,000, and borrowing from other institutions on the secu- 
rity of bond collateral. The withdrawals suggested that to a 
large extent the savings banks had gotten away from their 
original purpose of accumulating the small hoards of people of 
small means, and that many deposits had represented temporary 
surplus funds of tradesmen and others who had been awaiting 
better investment opportunities. A large part of the with- 
drawals were apparently made by these depositors in order to 
purchase securities which were selling at low prices during the 
panic. Some statistical indication of this is offered by a fall in 
the average deposit from $346 to $340, accompanied by an in- 
crease in the number of accounts of nearly 17,000. These figures 
suggest that people of small means were making deposits, while 
the owners of large deposits were withdrawing, a circumstance 
often repeated in the future. The Comptroller of the Currency 
estimated that not more than 30 per cent of mutual savings bank 

* Ibid., p. XXxi. 


* All statistics are from Annual Reports of Superintendent of Banks, New 
York, unless otherwise noted. 
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deposits were “true savings” by comparing the average account 
with that in English savings banks.?® 

To meet the heavy withdrawals, most of the metropolitan 
banks took refuge behind their legal right to demand notice of 
withdrawal, although most rural banks found it possible to pay 
all depositors on demand. Those banks demanding notice, also, 
did not as a rule enforce it when the depositor had urgent need 
of his funds. The withdrawals were thought at the time to be 
about evenly divided between those for living expenses, to help 
friends, and for speculation. 

Where banks had to sell securities or to borrow in order to 
meet demands for cash, they found that government securities 
met the need best. This was especially true because the Treasury 
entered the market as a buyer of its own bonds. Many of the 
banks holding no government bonds found that municipal bonds 
met the need nearly as well. Some borrowed upon these two 
types of bonds. The “available fund,” which in many cases 
was invested at the trustees’ discretion, furnished most of the 
losses in so far as it consisted of call loans. Frequently they were 
collateraled by securities that were not legal for direct invest- 
ment and which declined drastically in value during a period of 
liquidation. This type of loan is no longer used. 

In spite of many losses, no bank was forced to suspend pay- 
ment during 1873, and the majority emerged from the panic 
in better condition than they were in at the start. The interest 
credited to depositors during the year resulted in a net gain of a 
quarter of a million dollars in deposits in spite of the heavy 
withdrawals. Many depositors had forfeited their dividends by 
withdrawing funds, which was to the benefit of those leaving 
their deposits intact. As a reflection of this, the surplus in- 
creased by over a million and a half to a figure representing 7.7 
per cent of the liabilities, showing a stronger position than at 
the beginning of the year. 

As indicated above, however, the weaknesses brought out in 
many banks led to several failures during the next few years. 
The period of hard times following the panic augmented the 
difficulties of the banks. Deposits did not increase rapidly, be- 
cause depositors needed most of their incomes. Deposits actually 
declined in 1876, but largely because of the closing of eight 

* Comptroller of the Currency, Annual Report, 1873. 
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banks, representing $5,000,000 of deposits. Not all of this was 
lost to the depositors, as they were reimbursed from the proceeds 
of the liquidation, and some of the banks, facing insolvency, 
closed voluntarily while they could pay deposits in full.?7 

The record of the savings banks, however, was considerably 
better than that of the national banks. During the eleven years 
after the first national bank was established in 1863 in Philadel- 
phia, 2,129 banks were organized. Of these, 32 failed and 117 
closed voluntarily. Eleven of the failures and 21 of the liquida- 
tions came in 1873. In New York State there were already twice 
as many national banks as savings banks, although they had 
only two thirds as large deposits, and of the 321 formed, 45 
had closed by the end of 1873. This situation, of course, was 
‘to a large extent the result of the depositing of reserves in New 
York City and the practice of lending them on call. “The pres- 
ent financial crisis may, in a great degree, be attributed to the 
intimate relations of the banks of the city of New York with 
the transactions of the stock-board, more than one-fourth, and 
in many instances nearly one-third, of the bills receivable of 
the banks, since the late civil war, having consisted of demand 
loans to brokers and members of the stock board. . . .””8 

Stimulated by the failures of 1874, the “reform” movement 
for a general law took new life. A reform administration then 
in power in Albany promised the passage of a general law, and 
after much discussion finally introduced practically the same 
bill that had been proposed in 1868. Like many political re- 
forms, however, the bill was not actively supported at first. 
The Constitutional Revision of 1874 finally offered the oppor- 
tunity needed. Article Eight was then amended to read: 


Section 4. The legislature shall, by general law, conform all char- 
ters of Savings Banks or Institutions for Savings, to a uniformity of 
powers, rights and liabilities, and all charters hereafter granted for 
such corporations shall be made to conform to such general law. 


Subsequent history of the enactment of a general law is con- 
cerned mainly with the fight between the proponents of an 
Assembly Bill and a Senate Bill. The former did not include a 

* An interesting side light on the situation is the complaint of the Superin- 
tendent of Banks in 1876 that deposits had declined partly because people had 


spent the money to go to the centennial exposition. 
23 
Comptroller of the Currency, Annual Report, 1873, pp. v, viii, xviii. 
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provision for incorporation outside the Legislature, because the 

principle was assured by the amendment to the constitution any- 

way, and its passage would be easier without such a provision. 

This bill was drawn up by savings bankers and had their sup- 

port. The Senate Bill was practically the same as the original 

of 1868. A conference committee agreed upon the latter inas- 

much as incorporation was finally placed under the control of 

the Superintendent of Banks. Probably the most important pro- 

visions of the General Law of 1875, under which the savings 

banks thereafter operated, are those concerning investments.?® 

Securities made uniformly legal for investment became: 

1. Stocks issued or guaranteed by the United States; 

2. Stocks in any state that had not for ten years previous to the 
investment defaulted in payment of principal or interest; 

3. Bonds of any municipality in New York State; 

4. Bonds and mortgages on unincumbered real estate up to 50 per 
cent of its value, or 40 per cent if unproductive real estate, and 
not more than 60 per cent of the deposits could be so invested. 


In addition, the law required each bank to keep an “avail- 
able fund” that could be held only in the form of cash, bank 
deposits, or loans upon the above securities as collateral. Trus- 
tees were effectively barred from any participation in the funds 
of the banks. Deposits were limited to $5,000 for any one indi- 
vidual, and dividends were limited to 6 per cent until a surplus 
of 10 per cent of the deposits was built up. Any greater surplus 
was to be divided every three years. Semiannual reports were 
made compulsory, and the Superintendent of Banks was charged 
with the duty of examining each bank at least biannually. 

The passage of this act closed the early part of the history 
of savings banks in the state. Further history is concerned with 
their operation under this law. That it was a reform of sweep- 
ing proportions cannot be doubted. The savings bank system 
theretofore had been extremely heterogeneous, almost impos- 
sible to supervise, and open to abuse by those so inclined. Loose 
incorporation provisions, too many banks chartered by a willing 
Legislature, and lax investment regulations and supervision, led 
to disasters that caused losses to many small depositors. The 
salutary effects of the new system are disclosed in later savings 
bank history. 


*® Summarized in Keyes, of. cit., II, 136-138. 


Part Two 


Operation Under the General Law Prior to 1914 


CHAPTER III 


CHANGES IN PRACTICE AND POLICIES, 1875-1914 


es PASSAGE of the General Law of 1875, taking incorpora- 
tion of new banks out of the hands of the Legislature, 
marked the end of the rapid expansion in the number of savings 
banks, although the great growth in assets and deposits was still 
in the future. With several banks closing, others failing, and no 
new applications for organization, the number of banks began a 
rapid decline. In 1879 there were only 118 “active” banks, that 
is, those taking in new deposits. In spite of this, the growth of 
other banks, beginning afresh at about this time, maintained the 
total of deposits and investments. One factor in maintaining 
deposits was the continuing practice of “capitalists” of keeping 
their idle funds in savings banks pending better investment op- 
portunities. These deposits raised the problem of finding ad- 
equate investments for them, while at the same time trying to be 
prepared for their eventual withdrawal.? 


*TIt appears that the Comptroller of the Currency in 1893 did not share 
this view. In comparing the mutuals with stock savings banks, he remarked: 
“Jt also appears that while the entire deposits in mutual savings institutions are 
‘savings,’ the reports show that over 10% of the deposits in the other class are 
not of that nature” (Annual Report, 1893, p. 8). His estimate is evidently too 
low for both types, as a much larger part of stock savings bank deposits were 
generally considered to be for commercial purposes. “The Tax on Savings- 
Bank Deposits,” Remarks of Thomas Hills before the Joint Committee on 
Banks and Banking (Boston, 1878, p. 9), presents a different picture, at least 
as it applies to Massachusetts. Hills argued that the savings banks were more 
and more used by “capitalists” because (1) in the Boston Five Cents Savings 
Bank, $4,000,000 out of $13,000,000 deposits were in accounts of $1,000 or 
more; (2) in Springfield, 16 per cent of the deposits came in amounts of $400, 
$600, or $1,000; (3) an inventory (probate?) filed in Suffolk County 
amounted to $170,000, the personal estate being $108,759. Of this, $35,690 
was in savings banks, the deposits varying from $500 to $4,500. (4) The 
large deposits in January in Boston must come from dividends on investments. 
(5) “It can hardly be claimed with a show of reason that our laboring popula- 


[21] 
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While most banks advertised dividends at 4 per cent, the 
withdrawal of deposits and consequent loss of interest caused 
an actual average payment, in 1881 and succeeding years, of 
3.5 per cent. This was as high as could be paid upon the invest- 
ments then available. Although mortgages yielded 6 and 7 per 
cent, they comprised only approximately a quarter of all assets. 
At this time government bonds were much in demand and com- 
prised a larger part of the assets than did mortgages, the figures 
being approximately $155,000,000 and $91,400,000 respec- 
tively.2, Government bonds yielded about 3 per cent and other 
legal securities about 4 per cent. 

Although the recent difficulties of the savings banks had 
arisen out of the desire to increase their incomes, these com- 
paratively low rates led to a search for a wider field of invest- 
ments. The total of all government, state, and municipal securi- 
ties that were at that time legal investments for the savings 
banks was only two billion dollars, while the assets of the banks 
in the state were almost a quarter of that sum. Furthermore, 
the federal government was rapidly reducing its debt so that 
the amount apparently to be available in the future was decreas- 
ing. Consequently, the feeling was strong in some quarters that 
railroad securities should be added, and there was strong sen- 
timent in favor of adding the municipal securities of other 
states. Many advocated investment in bank stocks, regardless of 
the double liability provision. However, at that time railroad 
financing was in a period of public and official disfavor. Ade- 
quate information was not freely available by which it could be 
determined what securities would conform to a general invest- 
ment law, such as one requiring specific dividends and earnings.’ 
At that time out of a total railroad capitalization of $4,500,- 
000,000, $2,000,000,000 of the securities paid no return. 


tion, which, in 1866, were receiving high wages, could then average but $214 
to each depositor, and the same class, in 1876, after three years of great de- 
pression in all business, could have swelled their average deposit to $329, an 
increase of fifty-four per cent.” 

* Statistics are from Annual Reports of Superintendent of Banks unless 
otherwise noted. 

* Nevertheless, Connecticut had such a law for its savings banks. 

“The difficulties of investment at this time are reflected in the statement of 
Thomas Hills, quoted above, that “A year ago the Boston Five Cents Bank 
had over $1,000,000 uninvested, and today many banks would welcome a 
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The banking superintendents in office during this period and 
the more influential savings bank officials agreed that widening 
the legal list would be contrary to the theory of savings banking 
because depositors were presumably concerned with safety first 
and only secondarily with yield. Under the limitation on mort- 
gage loans to 60 per cent of deposits, the banks still could ex- 
pand the loans to double their figure in 1883 if they felt that 
the bond investments were too unremunerative. Although these 
loans had increased to over $125,000,000 by 1884, they still 
represented but an even quarter of all assets, or approximately 
30 per cent of the deposits. A bill emanating from other sources 
than the savings bankers was passed in 1883 by the Legislature. 
It provided that any “good security” approved by a majority of 
a group comprising the Governor, the Superintendent of Banks, 
the Comptroller, and the State Treasurer, should be legal for 
investment. When aware of this, the savings bankers petitioned 
Governor Cleveland to veto the bill, and he did. There were 
still too many closed banks to act as reminders of the dangers of 
unwise investment, and in spite of the bond premiums the banks 
were still able to pay 3.5 per cent and to increase their surplus 
accounts. The surplus on January 1, 1885, was over $68,600,- 
000, compared to deposits of $43'7,000,000. 

Until the panic of 1893 the banks continuously faced the 
problem of high prices for their investments. The narrow legal 
list supported the values of those bonds because there were no 
alternative investments. A relatively large surplus was neces- 
sary to keep up the regular dividends, since the yield on the 
surplus investment could be apportioned to dividend payments. 
Few new banks were organized (none before 1887), although 
an occasional attempt was made by those interested in establish- 
ing savings banks to act as “feeders” for other institutions. 
However, the number of depositors in existing banks increased 
at an average annual rate of over 50,000 between 1885 and the 
panic of 1893, at which time the deposits reached the sum of 
$629,000,000. 

The surplus, based on market values, was 15 per cent of the 
liabilities in 1888—over $92,000,000—but the silver question 


moderate run, that would relieve them of surplus funds and liabilities at the 
same time.” 
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was raising doubts as to the permanency of high bond values and 
therefore of the surplus itself. The surplus would also be en- 
dangered to some extent by widening the legal list, as that 
would tend to depreciate the values of securities already owned. 
Redemption of the long-term bonds in the bankers’ portfolios 
would have a similar result. The depreciation of government 
bonds resulting from the silver policy began to have an effect in 
1890, when there was a decrease of nearly $5,000,000 in the 
surplus of all the banks combined. The government bonds held 
by the banks depreciated by about $5,700,000, indicating that 
the surplus would otherwise have risen. 

During this period of growth of savings bank resources, as 
shown by total resources of $353,700,000 in 1875 and $718,- 
400,000 in 1892, the volume of available investments was ac- 
tually decreasing because of the liquidation of the federal and 
New York State debts. The New York bonds held by the sav- 
ings banks were completely liquidated in 1892. The banks 
already owned most of the available municipal issues.® For this 
reason, the Bloodgood Bill was passed in 1893, permitting the 
purchase of the obligations of Boston, Worcester, New Haven, 
Providence, Detroit, St. Louis, and Cleveland. 

Some of the funds could have been kept in collateral loans, 
which made excellent temporary uses for funds while they ac- 
cumulated to sufficient size for regular investment. However, 
the Act of 1875 prohibited lending more than 90 per cent of 
the market value of the collateral and never more than par. At 
this time almost all securities were appreciably over par, so that 
the 90 per cent clause was inoperative. Other lending institu- 
tions therefore had a competitive advantage in lending small 
sums. Since it was considered safe for banks to invest in pre- 
mium bonds, the restriction against lending more than par with 
the same bonds as collateral was finally lifted in 1886, and these 


° Figures of the Comptroller of the State and the Superintendent of Banks 
show the following total issues and amounts held by savings banks in 1893. 


Total In Savings Banks 
Cities) in: New ‘York. 2>- eater $170,345,487 $120,387,970 
Counties in New York.......... 12,772,305 14,785,111 
Towns in New -Yorki),, 224. 12,777,167 992545133 
Villages and School Districts.... 12,024,032 8,125,214 


The apparent discrepancy, particularly in the figures for counties, is explained 
by the use of different reporting dates. 
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loans increased from six to fourteen and a half millions in that 
year. 

A much more important development was the shift into 
mortgage loans. While sharing in the low interest rates of the 
period, mortgages commanded appreciably more than bond in- 
vestments; 4 or 5 per cent as against 2 per cent for state bonds. 
These loans increased more rapidly between 1885 and 1893 
than did total resources. 


TABLE II. INCREASE IN MORTGAGE LOANS, 1885-1892 


Mortgage Loans 
Per Cent of 
Year Amount Assets 
MISIS iS hy CAGE nace. 8 eita, ketone aus ee $153,200,000 29 
Tiel aeuned dene Oana cee ce ate Fa 216,000,000 35 
WO c santa eantt eat onS ta alert ear e 274,200,000 40 
LEGS) SMEG BGAN ABLE E pre Sans aot Barn 293,900,000 41 


Data from Superintendent of Banks, Annual Reports. 


The panic of 1893 once more brought runs and declining 
investments to the banks, but again none failed. Resort was 
made to requirement of notice of withdrawal, and in many in- 
stances confidence was restored before the actual withdrawals 
took place. One bank, in Elmira, was forced to close temporarily 
when a neighboring national bank, with which it carried a large 
deposit, failed.® This in turn caused a run on the savings bank. 
The savings bank opened soon afterwards, after scaling down 
deposits. This procedure of scaling down deposits, incidentally, 
was one first adopted only a few years earlier, when stricter 
examinations disclosed defalcations in two banks. In one in- 
stance deposits were scaled down 15 per cent and in the other 
22 per cent, but the continuance of the banks made it possible 
eventually to pay the depositors in full. 


° This failure led to a Supreme Court decision that had far-reaching effects 
on the powers of states in banking legislation. The State of New York at this 
time had a law giving deposits made by a savings bank preference over other 
deposits in the event of the failure and liquidation of a commercial bank. The 
Supreme Court held that this act could not apply to national banks because it 
conflicted with the provision of the National Bank Act requiring assets of 
closed banks to be distributed ratably. Davis vy. Elmira Savings Bank (1896), 
161 U. S. 275. The Court said: “National Banks are instrumentalities of the 
Federal Government, created for a public purpose, and as such necessarily 
subject to the paramount authority of the United States. It follows that an 
attempt by a State to define their duties or control the conduct of their affairs 
is absolutely void, wherever such attempted exercise of authority expressly 
conflicts with the laws of the United States... . ” 
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During the 1893 crisis the market values of the investments 
for the first time since 1873 fell nearly to the actual cost of the 
investments. The market values on January 1, 1894, were 
$326,000,000 and the cost of those investments was only 
$1,400,000 less. 

Again in this panic the savings banks demonstrated superior 
safety for depositors. By this time there were 3,781 national 
banks, with a billion and a half dollars on deposit. During 1893, 
158 suspended (86 later resumed operations), and 46 closed 
voluntarily. Even then, however, the Comptroller of the Cur- 
rency noted: “. . . it is worthy of remark that, when there is 
taken into consideration the widespread feeling of distrust so 
prevalent throughout these months, the fact most deserving of 
comment is not that so many banks closed their doors, but that 
so many were able to remain in operation.”* 

The rapid growth of the savings banks since the panic of 
1873 permitted them not only to maintain but to increase their 
advantage in deposits over the national banks. The national 
banks had now, however, outstripped the state banks in total 
deposits, and numbered 274 in New York State. The deposits 
in 1893 for each type of bank in New York State were:® 


Savings \Danks: otemane ie, mer ee $629,300,000 
State /DARKS) hi Meo e ns oe en eee 198,000,000 
National. banks: 2 eee eee 326,100,000. 


Another period of low interest rates occurred after the panic 
of 1893, and the values of bonds again soared. The problem of 
whether or not to broaden the list of legal investments again 
became acute. A few years after the crisis increasing prosperity 
was reflected in a growth of savings deposits and resources 
greater than ever before, while a plethora of money coming 
from new gold discoveries tended to keep down the investment 
return available on these funds. On January 1, 1900, deposits 
in mutual savings banks had risen to nearly $888,000,000 and 
resources had just passed the billion-dollar mark. Several new 
banks were authorized, especially in the suburbs of New York 
City. The bond investments of a par value of $456,000,000 had 
a market value of over half a billion and had cost nearly that. 


* Comptroller of the Currency, Annual Report, 1893, pp. 3, 6. 
* Ibid., pp. 223, 237- 
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Except in isolated localities where money was scarce, mortgages 
were yielding 4 and 5 per cent. Dividends of nearly $30,000,- 
000 credited and paid in that year represented about 3.5 per cent 
on the deposits. 

The opinion that low interest rates would remain as a per- 
manent factor was prevalent. As a result, most savings bankers 
embarked upon a policy of buying as long maturities as possible 
to protect the earnings of the depositors’ money and to build up 
a larger surplus through rising bond values. The purchases 
were mainly confined to municipal and railroad securities, the 
latter having been legalized in 1898. The government debt at 
this time did not provide a large supply of investments, the 
banks in the aggregate owning only $80,000,000 of government 
bonds.® The maturities of many bonds were for over a century 
in the future. Once purchased, there was little thought of sell- 
ing or trading these securities. 

The introduction of railroad investments apparently did not 
result from savings bank agitation for wider investment powers, 
but rather from activity of the roads themselves and from in- 
vestment houses who were seeking markets for their securities. 
The first law to be passed served principally to legalize the 
securities of the New York Central. A few other lines were 
added from time to time, the most important specifications to 
be met being those covering earnings and dividends. The limita- 
tions on investment in railroad obligations were actually less 
severe than for state and municipal bonds. In this broadening 
of the legal list the savings bankers took little part—except to 

® The federal debt at this time was at its lowest point since the Civil War, 
and amounted in 1907 to $858,685,510. Ihe prices of government bonds were 
inflated because of their circulation privilege. Because of this privilege, most 
of the bonds were owned by the national banks and deposited to secure notes. 
The following table (Comptroller of the Currency, 4xnual Report, 1907, p. 


17) shows the amounts of the various issues and the amounts available to those 
other than national banks (in millions of dollars). 











Outstanding Deposited Secure U. S. Remain- 
9/31/07 for notes Deposits der 
Consols of 1930, 27s... 646.2 532.5 65.9 47-7 
Loan 1908-18, 3’s..... 63.9 6.4. 8.6 48.8 
Loan of 1925, 4’s..... 118.4 10.7 6.6 101.1 
PanamaCanalyy 225) ain: 30.0 17.2 12.4 a3 
ARotal eae aes: 858.5 566.8 93:5 197.9 


The total is not precisely accurate because of dropping decimals. 
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buy the securities—until the bonds of the Johnstown and Gloy- 
ersville line were admitted. This was a short road connecting 
two small New York towns. Soon after the bonds were legal- 
ized, the road made a much larger bond issue to finance an 
economically unjustified expansion. While this was not imme- 
diately disastrous to the values of the securities, it was an indi- 
cation of the results to which this form of legislation might 
lead. As a result, the savings bankers awoke to the situation, and 
in 1904 succeeded in having passed a general law pertaining to 
railroad securities. This law was based upon the ratio of in- 
come to fixed charges, as an easily determinable index, and 
admitted the obligation of any road that could meet the spec- 
ifications. In this way it was made more difficult for the Legis- 
lature to favor the securities of any particular road, as for 
example, the amendment of 1900 which admitted the bonds of 
the Chicago and Alton.?° 

The nature of the savings bank business itself contributed to 
the buying of bonds on terms unfavorable to the banks. Times 
when funds were coming into the banks were usually periods 
of easy money, low rates, and high bond values; when, on the 
other hand, depositors demanded their money, there was usually 
a period of liquidation and low bond values. Consequently, it 
was the usual practice for banks to buy at the top of the market 
for long maturities and to sell at the bottom. This practice was 
aggravated by a provision of the law limiting a bank’s cash to 
10 per cent of its assets. As a result, funds from bond redemp- 
tion frequently had to be re-invested immediately regardless of 
financial conditions. Further contributing to the low yield at 
all times was the practice of dealers of bidding in new issues on 
an “all or none” basis and reselling to the savings banks at 
perhaps one half of one per cent lower interest. 

Because of the small return on investments many people at 
this time keep deposits in savings banks that would otherwise 
have been privately invested. This was the more desirable to 
them because of the exemption from taxation of personal prop- 
erty granted to these deposits. These deposits were a source of 
constant annoyance to the savings bankers. They not only 
added artificially and presumably temporarily to the deposits, 
difficult enough to invest, but also caused much legislative favor 


* This charge of favoritism is made in W. Z. Ripley, Main Street and Wall 
Street, p. 37+ 
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for taxing the deposits, which would have burdened the poorer 
depositors equally with the richer. This by no means, however, 
explains all of the increase in deposits, which grew at a phe- 
nomenal rate until the panic of 1907. Higher wages and better 
employment contributed to the increase in deposits and in the 
number of depositors. The average account increased nearly 
every year, but not enough to indicate that a new class of people 
were, to any great extent, becoming the patrons of the banks. 
An outstanding aspect of the picture is that the trust companies 
were at this time also growing rapidly. Their resources rose 
from $365,400,000 in January, 1895, to $1,364,200,000 in Jan- 
uary, 1907, while other classes of banks in the state were pros- 
pering as well. 


TABLE III. INCREASE IN ACCOUNTS AND DEPOSITS IN NEW YORK SAVINGS 
BANKS, 1885-1906 


Calendar Increase in Increase in 
Year Accounts Deposits 
TS SR Shs URN Ror ENS hee eR ecionnas Berconst ry 80,609 $47,890,929 
NOVA eicin diy A clnap wie otal Avo! sia fs 90,819 59,649,963 
UG OWA Ty AUP settee ane eat welt dete xcs 102,321 67,176,218 
MQ Oat Mlaeh athe oraknesiedsh + aya 100,872 63,077,885 
LOE Mocks A whic Sea eR EE MAN 90,200 53,898,200 
TA) OAS ems oeys eee on tetas fethesaile: feline 775972 67,301,198 
TOYOG I el acl lly nie be aie ne 126,224 9397759724 
TIGYSXS) oon ey bee reas 03 6 Pere SO Eee RC TO CAE 116,030 69,676,969 


Data from Annual Reports of Superintendent of Banks. 


Over half the gain in deposits arose from dividends credited 
to accounts; on an average this amounted to about three fifths of 
the annual gain. The rest constituted the excess of amounts de- 
posited over those withdrawn. Gains of both sorts brought the 
total resources of the savings banks to over $1,464,000,000 on 
January 1, 1907. At this time $688,000,000 was invested in 
mortgages and the bond investments had a par value of $644,- 
200,000. The year before mortgages had surpassed the par 
value of bond investments for the first time and represented 47 
per cent of the assets. Only about $8,000,000 was invested in 
government bonds, while railroad security holdings already 
were appreciably larger than any other single class of invest- 
ments, being nearly $230,000,000. 

The market values of securities fell enough in 1902 and 
1903 to cause slight decreases in market value surplus, and in 
1906 the decline was $10,000,000. Even before the panic of 
1907 it became possible to pay dividends of 4 per cent again, 
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which was the modal rate in 1906. Market values and cost of 
investments moved closer together. 

Because of the panic conditions in 1907, withdrawals ex- 
ceeded those of any previous year, amounting to more than 
$421,000,000, or $31,600,000 more than new deposits. Nearly 
$50,000,000 of dividends credited during the year kept the 
total resources of the banks from decreasing, but the values of 
their securities shrunk drastically. The market value of the 
securities was nearly sixty millions below their cost, and the 
heavy unloadings of securities at depressed prices to pay de- 
positors entailed severe losses to many banks. Banks with espe- 
cially large surpluses saw much of them disappear; those with 
low surpluses were threatened or overtaken by insolvency. The 
average surplus of all the banks continued the decline that had 
been apparent for several years, and eventually reached about 
10 per cent of deposits. 

This surplus, moreover, was probably in large part only 
technical, since it was found necessary to hypothecate values in 
the official banking department reports that were above actual 
market prices, in order to keep the banks technically solvent. 
While in several cases the banks could not have liquidated and 
paid their depositors in full, this extreme measure was not likely 
to be necessary, and consequently, closing the banks that were 
temporarily insolvent would only have worked needless hard- 
ship. 

The heaviest withdrawals occurred in Brooklyn and Man- 
hattan, and, for a time, amounted to $2,500,000 daily. The off- 
cers of these banks, in general, were opposed to enforcing the 
sixty-day notice, considering it a sign of weakness, but a meeting 
was called to consider the situation. During the meeting the 
Superintendent of Banks was called to the telephone, and on his 
return dramatically announced that five more commercial banks 
and trust companies had closed while the meeting was in prog- 
ress. The officers immediately agreed to resort to the time 
notice. This action prevented what might have eventuated in 
serious runs. Depositors frequently fear each other more than 
the condition of their bank, and are willing to leave their funds 
on deposit if the other depositors will. 

Another interesting aspect of the panic was the necessity 
faced by many banks of borrowing cash to meet withdrawals. 
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There was neither a specific grant of power in the law to borrow, 
nor a specific prohibition, but it was the usual practice of the 
Attorney General to consider actions unwarranted unless they 
were specifically authorized. The Superintendent learned that 
some banks had requested an opinion from the Attorney Gen- 
eral before borrowing. Realizing the probable answer and the 
effect it would have, he requested the Attorney General not to 
open the letter until the banks had already borrowed.'! Per- 
mission to borrow was later incorporated into the law. 


It was also because of the 1907 experience that the subject 
of amortizing bond values was introduced, with the proposal 
that the investments be carried on the books on the interest basis 
at which they were bought, so that they would be valued at par 
at maturity. While many thought this too “scientific” to be 
practicable, the Legislature provided a simpler method, similar 
to the present law, whereby the premium or discount on the 
bond was to be divided by the number of six-months periods 
between the purchase and maturity, with this quotient regularly 
added or subtracted as the case might be. This procedure rested 
on the assumptions that the investment would be held until ma- 
turity and that the bonds would not be defaulted, both of which 
were generally true at that time. This method, by avoiding 
sudden changes in the book value of investment portfolios, was 
designed to save the banks from repetitions of the embarrass- 
ments of the 1907 period. 


As in previous panics, the commercial banks suffered more 
drastically than the savings banks because of the connections of 
the former with the securities markets. The dependence of the 
commercial banks upon the condition of the stock exchange is 
shown in the following figures.?? 


TABLE IV. Loans or NATIONAL BANKS IN NEw York CITY 
JANUARY 1, 1907 


Demand Loans, one or more name.............. $ 16,200,000 
Demand Loans, stock or bond secured........... 251,800,000 
Time Loans, two or more name................ 161,100,000 
ShimePeoans sinmleinamec oye hee 130,400,000 
Al other times Oans ceil e es iyi huiijab ees, Aeneas 152,400,000 


™ These episodes are related by Mr. Clark Williams, who was the Superin- 
tendent at that time, in F. B. Stevens, History of the Savings Banks Association 
of the State of New York (Garden City, 1915), p. 539. 

* Comptroller of the Currency, Annual Report, 1907, p- 23. 
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During the year from November 1, 1906, to October 31, 1907, 
ten national banks were closed and placed in the hands of re- 
ceivers. Eighty more liquidated voluntarily, fourteen of which 
closed and the rest merged or became state banks. Since 1865, 
failures of national banks had caused an average annual loss of 
$1,100,000 to creditors, or 0.07 per cent of the average de- 
posits.*4 

The savings banks managed to weather the panic of 1907 as 
they had previous ones, and some of the more progressive began 
to take stock of the future. Two things were evident: (1) the 
policy of concentrating on long-term bonds had been a mistake, 
and (2) there had been no unusual losses on mortgage loans 
during the monetary crisis. While values of marketable securi- 
ties were scraping bottom, unquoted mortgage values were un- 
affected and borrowers continued to pay their interest. As a 
result, the banks shifted to buying short-dated maturities and 
increased the tendency to invest in mortgage loans, which con- 
tinued, almost without interruption until the depression of the 
1930’s. The investment policy that had been followed by some 
of the older savings banks when they bought long-term bonds. 
and immediately clipped off all the coupons while the bonds 
were filed away for eventual redemption—perhaps a hundred 
years later—began to fall into the discard. Mortgage loans, 
while at that time yielding only 4 or 5 per cent, were still 
among the most lucrative of savings bank investments. The ex- 
perience of the panic of 1907 indicated that the banks could also 
depend upon the interest payments for steady income when due, 
and that in only a very few instances were foreclosures necessary 
to protect the interests of the banks. 

By this time the increasingly rapid growth of the national 
banks had placed them ahead in the race for deposits in the 
country as a whole, though they still lagged slightly in the 
Eastern states. For the country as a whole, they held 33.0 per 
cent of the deposits, compared to 26.7 per cent for the savings 
banks and 23.4 per cent for state banks. The fast growing loan 
and trust companies had 15.7 per cent of the total. In the 
Eastern states, the various types of banks were nearly even, 
except for state and private banks.'* 


® Ibid, p. 26, “ Tbid., pp. 435 45. 
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TaBLE V. Deposits By TYPE OF BANK, 1907, EASTERN STATES 


($00,000) 
Savane IAS Oh hee hes 4 off yuycrrons ie dehshaaennaacer seein ie. 1738.9 
Nationale bankSe 0s ancien. cac soto cde CAME terre 1677.7 
Loan and! Drust (Companies... 5.). i. fees ee eee oe 1589.8 
Statem Banks rrgay ees) aye uk ata sth hy BER ae aa Be oy. 584.2 
Priv a tenmIs ATK Siire Nee tsi lo ck te 5. an a AN a ve ge 6.3 


The remaining years before the outbreak of war in Europe 
witnessed increasing growth and prosperity of the savings banks. 
For several years new ones were organized at the rate of about 
two a year, but most of these were in the metropolitan area and 
did not bring savings-bank services to the rural counties still 
without them. In these places savings deposits were placed in- 
creasingly with commercial banks, which led to an ineffectual 
demand by the Superintendent of Banks that these accounts be 
strictly segregated from the other deposits. Lower bond prices 
and better yields permitted several banks to increase their 
dividend rate to 4 per cent, but in many cases this was done at 
the expense of the surplus, which, after a recovery from the 
1907 panic, continued to decline in proportion to the deposits. 
Competition between the savings banks themselves, particularly 
between the old established banks and the newer ones, led to 
the payment of dividends greater than was warranted if assured 
solvency was to be maintained. 

Under constant urging by the State Banking Department 
and by the state association of savings banks, several of the 
banks in 1913 reverted to the 3.5 per cent rate, or combined 
rates of 3 and 4 per cent. In January, 1913, 74 banks paid 4 
per cent, 53 paid 3.5, and nine paid a combination of the two. 
There was only one paying a straight 3 per cent. A bill was 
suggested by a commission appointed by the Superintendent 
which would require an increase in the surplus proportionate to 
the gain in deposits, and was eventually passed by the Legis- 
lature in 1914. This tended to force many banks with low sur- | 
pluses to decrease their dividends to 3.5 or 3 per cent. At that 
time twenty-one banks had a market value surplus of less than 4 
per cent of deposits and fourteen had less than 2 per cent. To 
some extent the decline in the percentage of surplus reflects the 
dividend policy and to some extent declining security values. It 
was a long-continuing trend and at that time was caused mainly 
by the dividend policy of many banks actively seeking larger 
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deposits and attempting to attract them with higher interest 
rates. This policy increased the temptation for people of large 
means to use the savings banks. This tendency seems to be borne 
out by the following figures, taken back several years for com- 
parison; they may also be explained in part by the rising level 
of prices and wages after 1895. 


TaBLE VI. AVERAGE ACCOUNT AND SURPLUS, 1860-1915 


Year Average Per Cent of Sur- 
(Jan. 1) Account plus to Deposits 
UR So EERE IS ERO PIES @ See cui at $208.91 4 
GOES aids Sid egeuateyiaNo ite tela seh nee 296.80 7 
SSO UA Settee it NOR Tae 369.32 10 
ESQ O.. ck) silent pet al ere 387.10 17 
TSO5 6 toast Saar eno eter aae 398.63 14 
TQOO% 2 \sis ss ees yor cue ee 447.91 12 
LOGOS 54. eee Meee ae ee 490.50 9 
10 COE tore nb cin Bia cate mint 523-93 7 
10h WRENS es ents Darien ooninwts Fe 558.60 7 


Data from Annual Reports of Sac hecadens of Banks. 


Along with the increase in the average account went a rapid 
gain in the number of depositors, so that by 1914 the total re- 
sources had nearly reached the two-billion mark, almost double 
the 1900 figure. There were over three million depositors, to 
whom was owed approximately $1,740,000,000 in deposits. 
The savings banks in the state held at this time 25 per cent of 
all the savings and time deposits in the country. Over half of 
the resources were now invested in mortgages, and only a 
negligible amount ($700,000) in government bonds. Over 14 
per cent were held in the form of railroad bonds. 

The year 1913 was one of general prosperity for the banks, 
although withdrawals exceeded deposits by about eight million 
dollars. Dividend credits, however, increased the deposits for 
the year and led also to an increase in total resources. When the 
war started in July of the next year, the banks faced acute difh- 
culties. Since most of the depositors were people whose accounts 
represented the savings of years of labor, they were anxious to 
withdraw them for hoarding. Coupled with this was the loss of 
the larger deposits of those planning to make investments. The 
Superintendent ordered the banks to require the sixty-day notice, 
but withdrawals were large before it went into effect. During 
the year nearly five hundred thousand accounts were closed, and 
withdrawals exceeded deposits by over thirty-three million 


dollars. 
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These figures, of course, do not present a true picture of the 
few panic weeks when withdrawals greatly exceeded deposits. 
Again withdrawals were greatest in the metropolitan area, and 
it was for the relief of the city banks that the time notice was 
required. In fact, the up-state banks tended to ignore the order, 
as it might easily have had the opposite effect of causing runs, 
not only on the savings banks but upon commercial banks as 
well, which at that time held many time deposits. 

Almost normal conditions returned by November, and the 
sixty-day notice was made optional with the individual banks. 
The effects of the tense period are shown in the decrease of over 
fourteen million dollars in total assets for the year. This was 
the first break for many years in the annual increase in resources. 
By the end of the year, however, dividends credited to indi- 
vidual accounts increased the total deposits, and the number of 
depositors increased nearly twenty-eight thousand.?® 

The pre-war history of the savings banks was concluded with 
these developments. Beginning as philanthropic institutions 
early in the nineteenth century, these banks, although numerous 
in only eight or nine states, soon grew to a position of predomi- 
nance. Their resources exceeded those of the banks in all other 
sections of the country for many years, and it was not until after 
1900 that the national banks surpassed them in volume of de- 
posits. Their business naturally differed distinctly from that of 
the commercial banks, especially after the stricter regulations 
embodied in the General Law of 1875. Reduced to its essen- 
tials, it consisted of accepting savings deposits and investing 
them in specified bonds or mortgages. In spite of the illiquid 
character of these investments, the record of the savings banks 
in the severe monetary panics of the pre-war era was enviable 
when compared to that of the commercial banks. 

The following periods in savings bank history—the war 
period, the prosperity of the 1920’s, and the depression of the 
1930’s—each brought revolutionary changes to the savings 
banks. These periods will now be considered. 

* As previously noted, all statistics used in this chapter have been taken 
from the Annual Reports of the Superintendent of Banks of New York State 
for the appropriate years, unless otherwise noted. The writer is greatly in- 
debted to Mr. Charles A. Miller, President of the Savings Banks Trust Com- 


pany, for much of the material in this chapter, that would not have been 
available from printed sources. 


Part Three 


Effects of the World War and the New Era 


CHAPTER IV 


CHANGES IN INVESTMENTS DURING THE WAR 


HE ACCOMPANYING chart shows the changes in the principal 
an types of investments of the savings banks, expressing each 
type as a percentage of total resources, from December 31, 1914, 
to December 31, 1935.1 The remainder of this study will be, 
essentially, a description and analysis of these changes. It is 
readily apparent that there are three fairly well-defined periods 
into which the trends of the investments fit. The first is the war 
period and ends quite distinctly in 1920. Second is the prosper- 
ity period of the 1920’s, after which the depression beginning in 
1929 dominates the chart. 

The outstanding characteristic during the war period was the 
rapid increase in holdings of government bonds—the Liberty 
Loans and Victory Loan. This was accompanied by a corre- 
sponding decrease in the percentages invested in railroad mort- 
gage bonds and municipals, and a slower decline in mortgage 
holdings. After the war, with an interval of two or three years, 
the investments in government bonds decreased almost as 
rapidly as they had risen, owing partially to sales and partially 
to redemption. The municipal investments did not recover their 
former importance, and railroad bond holdings increased only 
slightly. The introduction of public utility bonds late in the 
decade absorbed a small amount of the increasing resources. 
Most of the increase, however, went into new mortgage loans, 
which grew from 47.5 per cent to 65.4 per cent of the total re- 
sources between 1920 and 1929. The volume of these loans 
nearly tripled between 1920 and the early years of the depres- 
sion. The decline in cash holdings combined with that in 

* A chart showing mortgage loans as a percentage of resources appears on 
page 67. 

[36] 
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Source: Superintendent of Banks, Annual Reports. 


government bonds reflected a growing position of illiquidity 
throughout the period. 

The recent depression is graphically illustrated by the re- 
versal of nearly: every trend apparent before 1929. Mortgage 
loans receded again to approximately 50 per cent of the assets, 
both because of drastically reduced lending and the rise of fore- 
closures. Cash and government bonds are the only assets, be- 
sides “other real estate,” that show a rise. Both reversed the 
movement of the 1920’s. Government bonds, from a low of 
4.4 per cent, reached 12.0 per cent of total assets again in 1935 
and were rapidly rising, while the holdings of cash (including 
deposits in other banks) came back to the 1921 level. All other 
investments, except some exceedingly small ones in the bonds 
of various governmental agencies legalized during the past few 
years, have decreased. 

Behind these movements are many considerations of secur- 
ity, liquidity, earnings, and economic conditions. Varying 

motives have prevailed in each of the three periods. The next 
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two chapters are concerned with the changes taking place in 
these investments before 1929. 


From the panic days of 1914, caused by the outbreak of war 
in Europe, to the entrance of this country into the conflict, there 
was a gradual decline in bond values, indicating the recovery of 
business and higher interest rates. The results for the banks were 
higher earnings, higher dividends, and new deposits. During 
1916, 104 banks paid dividends of 4 per cent and two paid a 
combination of 4 and 4.5 per cent. This left only thirty-five 
banks paying less than 4 per cent, and none of these paid less 
than 3.5 per cent. The increase in deposits was rapid, amount- 
ing to $134,000,000 in 1916, and in the same year there was a 
gain of 174,000 in the number of accounts.? The prosperity of 
the banks seemed to be genuine, since the higher dividends were 
not paid at the expense of the surplus, which was increasing in 
spite of the higher interest rates. 


It was feared that the entrance of the United States into the 
war would raise serious financial problems.* Bond values fell 
sharply, and some had to be liquidated to meet exceptional 
withdrawals in a few banks. There was a possibility that the 
government would borrow to finance the war at such high rates 
that many other deposits would be enticed from the savings 
banks for investment in government bonds. This would also 
have depreciated the values of existing securities. Consequently, 
there was the possibility of a vicious circle composed of falling 
bond values caused by high rates, making it difficult to liquidate 
and meet the withdrawals caused by the high rates, at the same 
time that the banks themselves wanted to buy government loans. 
To some extent the fears were justified: during the year with- 
drawals exceeded those of 1916 by $96,000,000 and new de- 
posits were $11,000,000 less. The higher cost of living was an 
added factor in causing withdrawals, as was the distrust of banks 
in many quarters. However, as a rule there was no great difh- 
culty in maintaining deposits, and, as a matter of fact, the year 
witnessed a further gain in the number of accounts. 

* Superintendent of Banks, Annual Report, 1917, pp. 2-5. 
*For a general discussion of the attitude of financial circles at this time, 


see A. D. Noyes, Financial Chapters of the War (New York, 1916). 
“ Superintendent of Banks, Annual Report, 1917. 
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TaBLE VII. CHANGES IN DEPOSITS AND WITHDRAWALS, 1917-1919 
(in thousands) 


1917 1918 1919 
Gainuinvaccoumts my deur a ie tek wan trae 43 dl 190 
Gain in amount due depositors............. 33,000 55,500 | 225,380 
Gain in amount deposited during the year... .| —11,300 20,000 | 292,000 
Increase in amount withdrawn during year...| 93,500 | — 1,350 | 128,350 


Excess of amount deposited over withdrawals.| —39,300 | —18,000 35,200 
Source: Superintendent of Banks, Annual Reports. 


Contributing to the maintenance of deposits were the propa- 
ganda for saving and a thrift drive that had come to a climax in 
1916 in celebration of the centennial anniversary of savings 
banks in this country. The Treasury floated its loans—the first 
two of which came in 1917—at rates not high enough to entice 
deposits from the banks, and other devices were employed to 
protect the deposits. War Savings Certificates were designed for 
people of fairly small means who had little opportunity to buy 
Liberty Bonds except by using their bank deposits. Further- 
more, bonds were an unknown device to many depositors, and 
the certificates were an added means of reaching these people. 
The Superintendent of Banks, in 1917, stated: 


As savings banks are peculiarly investment institutions, do not 
keep large amounts of cash on hand and have a comparatively small 
proportion of short term investments, it has been extremely difficult 
for them to respond to the demands of the National Government as 
fully as their officers have desired. ‘They have purchased for them- 
selves or their patrons Liberty Bonds to the amount of over $91,- 
500,000 and it should be remembered that their patrons are largely 
working people of small means unaccustomed to bond buying or 
investment. 


All in all, the four Liberty Loans and the Victory Loan com- 
prised about $21,000,000,000, and the savings certificates added 
nearly a billion more. Of this total, the savings banks in New 
York State purchased nearly half a billion, and it is impossible 
to estimate exactly how much more was purchased with deposits 
withdrawn. The banks also loaned extensively to their de- 
positors for the purpose of buying these bonds, and would hold 
the bonds as collateral while they charged the coupon rate as 
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interest.© Others were allowed to borrow from the banks on 
personal notes for the same purpose. 

The fear that many deposits would be withdrawn during 
the war led to several proposals looking toward greater savings 
bank liquidity. Among these were suggestions for larger cash 
holdings, for arranging bond maturities, and for legalizing new 
and more liquid investments, as well as for joining or obtaining 
the support of the federal reserve system or other governmental 
agencies. 

One of the new agencies established was the War Finance 
Corporation, the primary purpose of which was to lend to banks 
which had no rediscountable assets. It was pointed out that 
individual purchases of government bonds decreased deposits 
in the savings banks, and that these banks ordinarily would sell 
securities when deposits declined. Under the circumstances, 
however, such sales would have to be made at sacrifice prices, 
and hence some government aid was indicated. It was further 
realized that such sales would have depressed the values of 
high-grade bonds “with the result that the financial operations 
of the Treasury might have been greatly hampered.”® 

The existence of the corporation was of value in stabilizing 
the situation, but it was used to a very small extent by the say- 
ings banks. Little occasion arose during the war for savings 
banks to borrow, except from their regular correspondents, and 
the War Finance Corporation was turned into a device to buy 
government bonds. 

That the banks did, however, find it necessary to borrow 
from their regular correspondents to a considerable extent is 
shown by the amounts of “other liabilities” on their balance 
sheets:7 . 


Dees 1905; cick pagent ae ne $ 715,290 
Dec, 1900, 2.3.0... Vee os Cea ke 709,517 
‘June 1907) 3.4} eel ee 2,172,229 
Dees iG07. i\\/. 4 hk tes ee 8,669,586 
JNine 1918)... . eRe eon ee 12,130,404 
Dec. 1918)... eee Oe ee 15,119,311 
JUNE TOLQ: 4. ccgeeenee 2) eee 6,878,719 
Dec. TOMS. i au ae ee 2,423,851 


* Dana Orcutt, The Miracle of Mutual Savings (New York, 1934). 

* War Finance Corporation, First Report, 1918, p. 3. See also remarks of 
W. P. G. Harding before Senate Finance Committee, February 8, 1918. 

* Superintendent of Banks, Annual Reports. 
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It will be remembered that borrowing had been resorted to in 
previous times of stress, but had not been specifically legalized 
until after the panic of 1907. 


In spite of the commercial character of the federal reserve 
system, and the investment character of the savings banks, many 
favored membership or some sort of alliance between the two. 
Savings banks carried practically no rediscountable assets, but 
there was strong sentiment in favor of borrowing from the 
reserve banks on municipal or government bonds, or having 
eligible paper made eligible also for savings bank investment. 
In 1917 the Federal Reserve Board agreed to allow member 
banks to act as agents for the savings banks in rediscounting 
assets at the reserve banks. This was a war-time measure de- 
signed to protect the liquidity of the savings banks. The New 
York Legislature legalized bankers’ acceptances for investment 
by savings banks in 1918, limiting them to 20 per cent of the 
“available fund.” These investments had been outlawed by the 
Savings Bank Law of 1875. 


The following table shows in round numbers the holdings 
of various types of securities and their increase or decrease be- 
tween 1914 and 1920. 


TABLE VIII. CHANGES IN INVESTMENTS, 1914-1920 
(in thousands) 


Increase or 





Security 1914 1920 Decrease (—) 
Governments; .)-) j4.-..-)- 535 442 , 536 442,001 
Riailroadsits oats eyuele sez oie 282,906 328,906 45,797 
orerases, Se bet 210) 1,017,494 1,298,766 251,272 
Mimiciiaie ty We tet | 410,720 325,491 — 85,229 


(CASE Cero on blenny oeeenae 123,005 192,567 69, 562 


Source: Superintendent of Banks, Annual Reports. 


These figures show that the funds diverted to investment in 
government bonds were not gained by decreasing other invest- 
ments, except municipal bonds. What did occur was a relative 
reduction in these other investments, as almost all new funds 
were put into government bonds, and, to a lesser extent, into 
mortgages. Mortgages decreased from 53.2 per cent of the 
total assets to 47.5 per cent in this period; railroad bonds from 
14.9 per cent to 12.0 per cent; municipal bonds from 21.4 per 
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cent to 11.9 per cent, while the percentage of cash rose slightly. 
The total net increase in the five items in the table was approx- 
imately $773,400,000. 

This increase, and more, was made possible by the influx of 
deposits and the continuous earning of good dividends through- 
out the period. As long as the depositors do not take out more 
than they put in during a given period, the total resources of the 
banks will gain, obviously, from the accumulation of dividends. 
The following table illustrates the increase in deposits which 
made possible the large purchases of government bonds without 
liquidating the rest of the investment portfolio. The figures are 
also interesting in that they show the fluctuations caused by the 
war. In 1914 and 1917 only the amount of dividends credited 
kept the deposits from falling. The total increase for the period 


TABLE IX. ANNUAL INCREASE IN DEPosiTs (1914-1920) 
(in thousands) 


bY ent hes ARE e Om yep odo b Gs $ 29,803 
cto a eons Reese le, Carnot ato aes Bho ce 47706 
1) CoStar GPE 8 Ha Cw OIOLae ibn OUOLROS ao dah 1345457 
ie ty dere eeM eRe ff MES lotic trom Ouas teach: kr cdc 32,893 
LQ US... o! wpe. soch.ciys Gaeae epais eSt LS coe oleae te eee ee 559455 
iC) (oir eRA tr eten rs iuachd ONC enn Gterhokinc. oo 2255385 
MQ ZO « fli 4) CVA eos here ead (eee ele erode eee 265,257 


Source: Superintendent of Banks, Annual Reports. 


was $790,956,000, which compares quite closely with the net 
increase in investments. 

A glance at the chart at the beginning of this chapter shows 
that the decline in railroad bond holdings did not take place 
until after this country entered the war. In 1914 the lack of a 
sizeable government debt caused high-grade railroad and mu- 
nicipal bonds to be considered the “money bonds” of the period, 
that is, the bonds that best reflected the interest rate apart from 
other considerations. Consequently, the rising interest rates and 
business recovery beween 1914 and 1917 made railroad bonds 
attractive. After that period, however, the declining values 
were caused by apprehension for the future of the roads, which 
was shared by savings banks as much as by other investors. An 
index of the bonds of ten leading roads shows this declining 
trend. After showing an average of 112.7 for 1909 and 99.0 for 
1915, the figures are:® 


* Editor, Savings Bank Journal, May, 1920; “Savings Bank Investment 
Policies, III.” 


CHANGES IN INVESTMENTS DURING THE WAR 43 


High Low 
OME ee oe © eA «hee ean 89.4 AnD. 
FO yTiLShNG at RN Ree Avon ak RAL a MA 82.3 mS 
TANNA, Ulta tice tal a aR Caen a 74.0 69.2 


In 1916 the savings bankers attending the American Bankers’ 
Association Conference sent a resolution to Congress in favor of 
placing all roads under the sole jurisdiction of the Interstate 
Commerce Commission. This was an interesting reversal of the 
attitude in 1904, when they opposed giving “an irresponsible 
commission” power to fix rates, and was based on the opposition 
to a system of many state commissions. The war, however, upset 
other plans, and for the first few months the roads were left to 
co-operate with the government under their own managements. 
In December, 1917, President Wilson took over the roads for 
war purposes by proclamation under the authority of the Army 
Appropriation Bill of 1916. 


To creditors of the railroads, the important provisions of 
the proclamation were the requirements as to net income, main- 
tenance of property, and payment of obligations. The proclama- 
tion provided for “just and reasonable compensation” and the 
“maintenance of their properties” on an earnings basis “equiv- 
alent . . . to the average . . . net operating income thereof 
for the three-year period ending June 30, 1917.” This was con- 
firmed in the Federal Control Act of 1918, which also provided 
that the President might order any road to make any additions 
or improvements necessary for war purposes at the expense of 
the road. 


Railroad finances were greatly disrupted during the period 
of war operation with resultant decreases in the value of rail- 
road securities. Drastic attempts at economies through unifica- 
tion of terminals, cars, and trackage, failed to provide economies 
sufficient to permit the roads in any section except the South 
to earn the standard income. Only one rate increase, of 25 per 
cent, was instituted during the war, and this failed to offset the 
increase in labor costs. The aggregate deficiency incurred by the 
roads under government operation was over $900,000,000.° 
One of the chief difficulties was the failure to maintain the roads 
in substantially the same condition as when they were taken 


° Frank H. Dixon, Railroads and Government (New York, 1922), p. 161. 
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over, because of the lack of available funds during the war and 
because of the administration policy after the Armistice of mak- 
ing only urgent outlays. From the point of view of investors, 
the important aspects of the war period of railroad operation 
were the operation at a loss during the war, the piling up of 
railroad debt, the depreciation of railroad property, and the 
return of the roads with less earning capacity than they had had 
before the war. 

The National Association of Owners of Railroad Securities 
was composed of insurance companies, trusts, trust companies, 
colleges and savings banks, and others who had a substantial 
interest in the welfare of the roads. All the savings banks in the 
country held approximately $900,000,000 of railroad securities 
in 1919, over a third of which was held by New York banks, 
and over half of all the savings banks were members of the 
Association. They advocated the enactment of a measure known 
as the Warfield Plan, which would have provided an earnings 
basis of 6 per cent on the average for all the roads taken as a 
whole. The property investment was the proposed rate base. 
Other features of the plan were the control of railroad security 
issues by the Interstate Commerce Commission, and a nonprofit 
corporation to help in financing the purchase of equipment which 
would in turn be leased to the roads. 

The difficulties described above explain why railroad bonds 
were not considered attractive during these years. The banks as 
a whole, however, preferred to carry them, rather than to dump 
them on a depressed market, as sales would have entailed heavy 
losses. Taking the banks as a group, enough preferred to pick 
them up at bargain prices to cause an increase in the total hold- 
ings, although this did not prevent the railroad bonds from be- 
coming a less important part of the total resources. Not until 
after the war, when it became apparent in 1919 that the re- 
version to private ownership would be made without remedying 
the depreciation from war operation, did the holdings actually 
begin to drop, and the biggest decrease came after the passage 
of the Transportation Act of 1920. 

Much of the readjustment at this time in savings bank 
portfolios was reflected by a decrease in municipal securities, 
including the bonds of cities, towns, villages, school districts, 
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and counties, principally in New York State. This took place, 
not so much because they were particularly unattractive to sav- 
ings banks, but because they were peculiarly attractive to other 
investors. The attraction was the income tax exemption al- 
lowed on these bonds. Tax exemption was of no value directly 
to the savings banks because they were exempted entirely from 
the tax.!° Individuals and estates, on the other hand, could de- 
rive an appreciable advantage from the ownership of municipal 
bonds. The greater one’s income, the greater was the value of 
the exemption, because of the graduated character of the tax. 

The values of the municipal bonds were influenced by rising 
interest rates early in the century in the same manner as other 
bonds, and their values declined steadily. But from 1913 to 
1917 they increased in value from a 4.4 per cent basis to 3.9 
per cent, which is attributable to the income tax law of 1913.11 
The increased supply of investments with the advent of the 
Liberty Bonds again caused a decrease in their values, so that 
their yield in April, 1918, was 4.7 per cent and on January 1, 
1919, 4.4 per cent. These rates, especially during the war years, 
were not sufficient to pay, in most cases, the savings banks’ 
dividend rates, and, consequently, stimulated the reduction in 
holdings. This was accomplished by failure to replace matured 
issues, diversion of new funds into other investments, sales, and 
frequently by direct trades. Savings banks would sometimes 
trade blocks of municipal bonds for Liberties, or for rails not 
having the tax exemption privilege, either directly or through 
bond agents. The percentage of assets invested in municipals 
decreased roughly from 20 per cent to 12 per cent between 1914 
and 1920, and represented an actual decrease of over $85,000,- 
000 in the total amount. 

The drastic fall in bond values after the United States en- 
tered the war in 1917 necessarily embarrassed many banks. 
Bond values fell first because of speculation on the effects of the 
war, and later the low values were a reflection of higher interest 
rates. 

The War Revenue Act of 1918, section 231 (2) exempted “mutual say- 
ings banks not having capital stock represented by shares,” They had also, as 
a rule, been free from previous taxation, except state and local property taxes 
on their real estate. 


“Editor, Savings Bank Journal, May, 1920; “Savings Bank Investment 
Policies, III.” 
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The effect of low bond values, of course, is to diminish the 
surplus, and if great enough, to make the banks insolvent. On 
January 1, 1917, the market value surplus of all the banks was 
approximately 9.5 per cent of total liabilities, so that many had 
less than that and could not withstand a substantial drop in 
bond prices. While values continued to fall, and deposits to 
rise, the percentage of surplus to deposits diminished, until in 
some cases technical insolvency was reached. This was the same 
situation that faced the banks in 1907, except that it reached 
more serious proportions. An important additional factor was 
the desire to purchase government bonds, for patriotic reasons, 
as also was the fear that something might happen at any time 
in the course of the war to shake the depositors’ confidence in 
the banks. 

It was the legal duty of the Superintendent of Banks to 
close any bank that had become insolvent. However, that would 
have included, at one time, probably over a third of the banks. 
The closing of the savings banks would have had serious reper- 
cussions in destroying confidence in other banks, commercial as 
well as savings, and might have led to a wholesale closing of 
banks similar to that of the banking holiday of 1933. Whatever 
the results, the banking system would have been much less able 
to support the government in its bond-selling campaigns, and 
the Superintendent feared that he could easily cause the govern- 
ment to lose the war if he discharged his technical duty of 
closing the banks. Another result would have been heavy losses 
for depositors, because the assets of the closed banks would have 
been liquidated at depressed prices, and would, in turn, have 
tended to force the bond market still lower, endangering other 
banks and further embarrassing the Treasury. 

A solution somewhat similar to that adopted in 1907 was 
finally chosen. The law was left as it was in requiring state- 
ments to show the market values of assets, but the Superin- 
tendent’s office supplied the values to be used. These were 
chosen at a level that did not conform to the abnormal actual 
market quotations and showed all the banks to be solvent. 
The final result was that there were no damaging withdrawals, 
the liquid assets continued to meet withdrawals currently, and 
eventually bond values recovered to a point where this pro- 
cedure was no longer necessary. 
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Several comparisons to illustrate this situation may be drawn 
from the figures presented in the table showing the deposits and 
surplus. This table presents the amount of deposits and surplus 


TaBLE X. DEPOSITS AND SURPLUS, 1914-1920 
(in thousand dollars) 


SuRPLuS 
Date Deposits | Estimated Per Cent of Par 
Market Deposits Value 
Market Par 
Dec. 1914... .. 1,771,500 | 139,703 7.88 9.63 178,687 
Dee, 1915... .. 138192207 | 154,124 8.47 10.15 183,009 
Dec, 1916;.....; 1,953,664 184,925 9.46 9.76 194,931 
June 1917...... 1,991,469 179 ,274 9.00 10.12 201,619 
Dec. 1917.°.... 1,186,556 | 170,713 8.59 10.53 209,350 
June 1918...... 1,991,720 166,026 8.33 10.92 2175303 
Dec. 1918...... 22042,111 | 1743331 8.53 10.99 2247609 
Tee INOS see Qe 798035 181,127 8.31 10.92 238,145 
Dec 1919). se: 2,267,396 187,174 8.25 iilgily 251,200 
June 1920...... 2,398,329 188,019 7.83 11.18 268 , 363 
Dec. 1920...... 27532,653 | 195,428 7.71 11.44 289, 834 


Calculated from Superintendent of Banks, Annual Reports. 


based on market and par values, and percentage of surplus to 
deposits, figured on these two bases. The surplus fund grew 
each year in par figures, but the market values failed to match 
these additions. In June, 1918, the market values, as given by 
the Superintendent, were $166,026,000, as compared to par 
figures of $217,313,000, of which they represented about 76 
per cent. At the beginning of 1917 there was a difference of 
only two tenths of one per cent between the market and par 
surplus; in the middle of 1918 there was a reported difference 
of over 2.5 per cent in favor of the par surplus. 

Throughout this period, except for 1917, the percentage of 
resources invested in mortgage loans declined. An increasing 
amount of money was being invested in mortgages, but the great 
growth in other assets caused them to decrease slightly in rel- 
ative importance. That mortgage loans were not made more 
rapidly was owing both to the policy of the banks in maintaining 
a liquid position and in buying Liberties to the limit, and to the 
slacking off of building during these years. Labor costs were 
high because of the scarcity of labor, and at the same time a 
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large share of the usual demand for building was absent. Fam- 
ilies were separated by the war; the ordinary need for homes 
for young couples was postponed. The inflated building costs 
were likely to be in excess of future values; consequently, the 
banks were compelled to adopt a highly conservative loan 
policy. 

Many banks, especially those in smaller localities, had 
already taken advantage of the few good loans in those places. 
It was often a definite policy to keep approximately half of the 
assets in local mortgages and the rest in securities. This policy 
conformed with the prevalent idea of savings banks as com- 
munity institutions. 

At the conclusion of the war, the building situation was 
changed. Houses now were demanded, and the slowing up of 
other construction had left a need for new urban office buildings, 
business buildings and apartments. Rents were high, supported 
by the high cost of building additional structures, and dissatisfac- 
tion was great among rent payers. This made excellent political 
ammunition, and Congress was besieged for relief from the 
housing shortage. Bills similar to those of recent years for 
relieving the shortage of mortgage money were introduced. 
The Federal Home Loan Act would have provided similar 
facilities for lending on the security of homes. There were to 
have been eleven home loan banks, each composed of ten or 
more building and loan associations aggregating over five billion 
dollars of assets. Each bank was to have a capital of $100,000, 
and to sell bonds issued upon the collateral of mortgages. 
Another proposal was for the government to provide four bil- | 
lions for home building loans and another for a fifty-million- 
dollar loan through the Federal Land Banks. 

The situation in New York State became acute with rent 
strikes and dispossessions becoming common. The Legislature 
attempted to remedy matters by forbidding rent increases and 
action against tenants. The Legislature was besieged by apart- 
ment renters demanding that more savings bank money be 
forced by law into the building field. One proposal was for the 
taxation of all the assets not invested in mortgages. This would 
have been a serious blow to the banks, since they had paid high 
dividend rates throughout the war and did not have a sufficient 
margin above dividend rates to pay these taxes, without seriously 
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imperiling the surplus. An agreement was finally reached un- 
officially whereby the savings banks were to increase their mort- 


gage loans as much as possible in return for the withdrawal of 
the tax bill. 


In this period the great growth of mortgage loans running 
throughout the 1920’s got its start. Most of that growth lies in 
the period after 1920, but the drop in the relative importance 
of mortgages leveled off in 1919. Many of the upstate banks 
were unable to lend any more mortgage money at home, and 
had to resort to the guaranteed mortgages sold by the mortgage 
companies. These mortgages were made on New York City 
property; so the banks tended to become creditors of people they 
knew little about, on the security of property with which they 
were unfamiliar, with only the guarantee of the mortgage com- 
panies that the interest and principal were safe. 


Competition with the savings banks by other types of banks 
probably became more acute during this period than ever before, 
largely on account of the rapid growth of trust companies at 
this time. In the ten years prior to 1916, the resources of the 
trust companies doubled, although only three new companies 
were formed. At this time the banks began increasingly to 
departmentalize, the commercial banks reaching out into all 
types of banking business. The powers given to the national 
banks by the Federal Reserve Act to accept savings deposits 
aroused the violent criticism of many bank and state officials. 
In 1918 both the Superintendent of Banks in New York and 
the Commissioner of Banks of Massachusetts inserted identical 
protests in their annual reports. They reflect so well the feeling 
of the officials that the protests are quoted in part:1” 


. . . If in any state there has been created a great system of 
mutual savings banks, in that state the national banks, although not 
mutual but operated for the profit of shareholders, will be author- 
ized to call their interest departments savings departments, and so 
appropriate the word which has for a generation or more been 
synonymous in this State with mutual institutions created under 
State laws. These deposits, moreover, will not be segregated, nor 
will the entire net income from investments be distributed among 
the depositors. 


™ Superintendent of Banks, New York, Annual Report, 1918, p. 11, and 
Commissioner of Banks, Massachusetts, Annual Report, 1918, Pp. Vili-ix. 
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The New York official also added: 


It is not surprising, in view of the extension of Federal control 
over various classes of business and industry as a result of the neces- 
sities of the war, that the attention of the advocates of centralization 
and Federal domination should be attracted by the prosperity and 
success of State banking institutions. In their desire to bring under 
Federal control all classes of banking institutions, they seem, in the 
first instance, to have conceived the idea of conferring all the multi- 
farious powers of the different classes of State institutions in all the 
States upon National Banks and to create a Federal system of de- 
partment banks into which all banking institutions would be ulti- 
mately driven. Such a bank would rather closely resemble one of 
our great department stores. A patron could go to one department 
for the transaction of commercial business; to another department 
for trust business. He could deposit money not needed for imme- 
diate use in a savings department; another department would pro- 
vide him with loans upon real estate mortgages. . . . Instead of 
having a uniform system of National Banks consisting of strictly 
commercial banking institutions and needing no other definition than 
the name, we would have heterogeneous varieties of hybrid institu- 
tions of as many kinds perhaps as there are States or possibly of as 
many types as there are classes of State banking institutions in all the 
States.13 


Although the national banks had increased powers with 
which to compete for savings deposits, the trust companies pro- 
vided the greatest competition. They surpassed the savings 
banks in resources and became the leading element in the 
banking structure of the state by 1916.1 It became a three- 
cornered competition, with national banks seeking to take over 
some of the traditional functions of the trust companies, but the 
latter maintained first place both in resources and deposits.?® 
In addition, the state banks were also in the field of competition 
for savings deposits. 

This situation led to the payment of high rates of interest on 
deposits. The savings banks, not only competing with the other 
banks, but also among themselves, paid dividends of 4 per cent 
generally throughout the state. “The difference between this 
rate and the rate ordinarily received from the high-grade securi- 
ties in which the savings banks are permitted to invest is so slight 


* Superintendent of Banks, Annual Report, 1918, pp. 10-11. 
* Thid., 1917, P. 13. * Cf, ibid., 1919, p. 8. 
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that only institutions which have accumulated a large amount of 
deposits can, in addition, pay expenses and set aside from earn- 
ings a sufficient guaranty fund to insure permanence.”!® The 
broadening of the investment list during this period to permit 
investment in the securities of municipalities of adjoining states, 
in ninety-day notes secured by passbooks or by bonds and mort- 
gages, and in acceptances, was partly to assist the savings banks 
in this competition. 

To meet this situation, many savings bankers strongly advo- 
cated segregation of commercial bank deposits. They did this 
partly, no doubt, to make commercial bank deposits safer, and 
partly to destroy some of the competitive advantage of the 
national banks. Segregation had been provided in the original 
draft of the Federal Reserve Act, but was eliminated. Some of 
the more cogent arguments for it put forward by the savings 
bankers were that “mixing deposits” (1) reduced the reserves, 
(2) subjected savings deposits to commercial risks, and (3) the 
bank could postpone paying savings depositors but not other 
depositors.17 On the other hand, much of the funds in time 
accounts was not savings but the temporarily idle funds of large 
corporations, which would not have been suitable for the savings 
banks. Further, a segregation law might have driven many 
national banks to become state banks. 

A survey of the war and post-war years shows that they were 
years of change for the savings banks, but by 1920 the banks were 
again not greatly different internally than they had been in 
1914. Again they held roughly half their assets in mortgages, 
half in bonds. The banks had experienced some difficulty in try- 
ing to meet withdrawals on demand in time of stress, with their 
assets largely in long-term securities, and had seen the threat 
of insolvency before them as the result of shrinking investment 
values. However, temporary expedients were adopted that 
tided them over the emergency. The most apparent change lay 
in the balance sheet, in the substitution of government bonds 
for a large part of the municipal and railroad securities that had 
hitherto made up almost all of the bond holdings. 

eal Eta.) p. 19: 


™ See address of A. McLanahan, Conference of National Association of 
Mutual Savings Banks, 1922, in Savings Bank Journal, May, 1922, p. 42. 


CHAPTER V 


INCREASE IN MORTGAGE LOANS, 1920-1929 


6) aa PERIOD between 1920 and the depression of the early 
1930’s was one of vastly increased growth for the savings 
banks. The deposits kept pouring into the banks in a great 
stream, augmented by the annual dividends credited to old de- 
posits. Although this era was not a thrift era to any greater 
extent than was the war period, thousands of new depositors 
presented their funds at the bank-tellers’ windows every year.? 
There was an ever increasing problem of investing these deposits 
safely and at a good return. 

In spite of the rapid growth in savings banks at this time, 
a fairly prevalent idea was that the rate of growth was slow- 
ing down and that the savings banks faced a less prosperous 
future. This opinion was caused partly by an increase in with- 
drawals, partly by increased competition, partly by the fact that 
other banks were expanding much more rapidly. The increase 
in deposits in the savings banks had been roughly 66 per cent 
for both the period 1900-1910 and that from 1910 to 1920, 
while for 1920-1930 it was 86 per cent. Still, when compared 
to the rapid growth taking place in other banks during this 
period of expansion, the savings banks did seem to be falling 
behind. The annual increment to deposits resulting from divi- 
dends provided at least half of the increase each year, with the 
exception of 1923 and 1924, when it was not quite half. This 
is clear from the following table. The modal dividend rate 
varied from 4 per cent to 4.5 per cent during these years. 

Compared to these figures, the growth in time deposits in 
other classes of banks was much more rapid. Thus arose a feel- 
ing that the savings banks were perhaps doomed to a gradual 
decline in importance. This feeling was substantiated by the 
increasing investment knowledge of the public, so that their 
need for savings banks was less, and by the growing services 


* The growth and movement of deposits are treated in more detail in Chap- 
ter IX. 
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TasBLe XI. DivIDENDS AND GAINS IN DEPOSITS, 1921-1928 
(million dollars) 


Percentage 

Year Dividends Net Gains Gains 
CPN eee aie a. NO ean a 97.8 163.4 6.4 
1 Re Bin oh cc oe EE 105.8 196.3 Yeo: 
iS OI Rens ae 4 7 ee i lalyAsat 251.6 8.6 
ODA yA Ree Beak te te i 126.6 253.6 8.0 
INCI Al GENS 0 ea 136.8 209.4 6.1 
NO Gam crave sieve iseisece Cade 149.4 D519 Te 
1 OTS ak Urns Fe a UR Aa 163.4 302.9 la) 
OD BN. «Mepis af betel Aes Sled 178.4 242.9 Lyng 


Source: Superintendent of Banks, Annual Reports. Last column calculated. 


offered through the commercial banks to attract customers from 
their competitors. 


However, it is now apparent that much of the growth in 
time deposits in commercial banks did not at all consist of sav- 
ings deposits, but of idle balances of large business concerns. 
Dr. Lauchlin Currie has shown that large corporations grew 
away from the practice of financing operations by commercial 
loans during this period and became financially more inde- 
pendent.? That a large part of the growth of time deposits 
consisted of the idle balances of these concerns is generally 
accepted, and was shown by the Committee on Bank Reserves 
of the Federal Reserve Board. Their report showed that by 
May, 1931, out of time deposits of fifteen billion dollars, three 
billions consisted of balances in excess of $25,000. Dr. B. M. 
Anderson has shown that time deposits of commercial banks 
were responsive to credit policies of the Federal Reserve Banks, 
implying that they were commercial and not savings in nature.* 
Figures collected by Dr. Anderson show that the deposits in 
savings banks did not fluctuate in this fashion, nor did they 
follow the rapid rise of time deposits in commercial banks. 

*L. Currie, “Decline of the Commercial Loan,” Quarterly Journal of 
Economics, Aug., 1931, p. 698. Also see B. H. Beckhart, The New York 
Money Market, Ill, 242. 

* Report of Committee on Bank Reserves, in Annual Report of Federal Re- 
serve Board, 1932, p. 271- 

““Bank Expansion versus Savings,” Chase Economic Bulletin, June 25, 
1928. The Committee on Bank Reserves drew similar conclusions from the 


fact that national bank time deposits increased over 600 per cent between 1914 
and 1930, while mutual savings bank deposits increased 120 per cent. 
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TABLE XII. GROwTH oF SAviNcs DEPosITs AND TIME DEPOSITS, 1922-1928 


($000,000) 
Deposits ot All Time Deposits of All 
Date Mutual Savings Banks | Reporting Member Banks 
juneSOs W922 es ae cee 5,780 3,880 
June) 30) 1923771022 ce 6,289 4,000 
une SO; 1924 ee 6,693 4,418 
Mune SON 925i saci 7,147 Se 
june SOM19265, co. ncen 7,578 5,650 
ifarie:S0)4027.4 4. 00 ae 8,077 6,212 
Janke: Agvt928) cack wc eee 8,315 6,611 
Per Cent gain from 1922. 43.9 95.6 


Source: Chase Economic Bulletin, June 25, 1928. 


Further evidence that the growth of time deposits came 
from financial concerns lay in the fact that the growth was most 
rapid in financial and industrial centers, while the rural sections 
showed much slower increases. Compared to the above average 
rates of increase, that for time deposits in reporting member 
banks of the New York District was 143.5 per cent. Such a 
development is natural in view of the fact that the business man 
could receive substantially higher rates of interest on time ac- 
counts than on demand, while the banker was required to main- 
tain lower reserves against time deposits. 

The Committee on Bank Reserves believed that “the greater 
portion of time deposits held by member banks, particularly 
country member banks, represent funds which are genuine sav- 
ings deposits,” but that “a significant part of these deposits, espe- 
cially in metropolitan centers, are not in the nature of savings, 
but have a considerable velocity of turnover. . . .” The Com- 
mittee also discovered that in states that had savings banks, some 
member banks allowed withdrawal of time deposits by check. 
These accounts were less active than demand accounts in the 
same banks, but much more active than other time accounts. 

Therefore, the banks holding such deposits found it advis- 
able, if they were aware of the situation, to keep them invested 
in as liquid forms as if they were demand accounts. According 
to Dr. Anderson, some commercial banks failed to do so, and 
invested the money as true savings, particularly in real estate 
loans, with unfortunate results.> Accordingly, it may be con- 
cluded that the savings banks were really fortunate in not re- 

°A Critical Analysis of “The Supply and Control of Money,” pp. 20-21. 
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ceiving a greater share of the growth reflected in the rise in 
time deposits at this time. Some of the increase in their deposits 
probably arose originally from the expansion of commercial 
bank loans and investments, but the savings bank depositors 
were depositing the money as savings to a greater extent. If the 
savings banks had received a larger share of the increase, their 
normal investment practices would have led them to invest a 
large part in mortgages—as they actually did with the increase 
in their deposits—and the result would probably have been 
much more disastrous during the depression following 1929. 
That is to say, if their deposits had been of that type, with- 
drawals might have been much more severe. What was evi- 
dently happening was that the real increase in savings was fol- 
lowing much its usual course into the savings banks, while a 
large part of the increase in time deposits in other banks was 
not savings at all. 

This period for the savings banks is characterized by the 
rapid growth in mortgage loans. In 1920 these loans repre- 
sented 47.5 per cent of the assets, and in 1929 were 65.4 per 
cent of a much larger amount of resources. During these ten 
years the total resources grew from approximately $2,730,000,- 
000 to nearly $4,940,000,000, while the mortgage investments 
increased from about $1,300,000,000 to $3,325,000,000. An 
increase in one decade of not much less than 100 per cent in the 
size of institutions that had been in existence for over a century 
is remarkable. And a greater than 100 per cent increase in the 
largest item of resources almost necessarily brought with it 
many problems. 

Several factors combined to lead to this growth in mortgage 
investments. First, of course, there was the rapid annual in- 
crease in deposits, which had to be invested. During the early 
part of the decade many railroad securities lost their status as 
legal investments because of the decreased earning power of 
the railroads and their high fixed charges. This occurred either 
because of failure of the roads to earn the minimum amounts or 
_ through defaults. Public utility bonds were not yet legal invest- 
ments, which virtually left only government and municipal 
bonds to compete with the mortgages for investment funds. 
The government bonds also began to decrease as redemptions 
were carried on by the Treasury. Redemption was also an inci- 
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dental factor in increasing deposits to a small extent. During ~ 
the war the banks would lose a small percentage of deposits at 
each issue of Liberty Bonds for purchases by depositors. During 
the 1920’s this process was reversed, as the depositors would 
bring the funds from redemption back to the banks. 

The larger interest return on mortgages was the principal 
factor in their popularity as compared to municipal bonds. Div- 
idends had been increased during the war so that by the end of 
1919, 121 banks were paying 4 per cent and two were paying 
more, out of a total of 141 banks. After the war the competition 
of commercial banks and trust companies in the savings account 
field forced the savings banks to keep their dividends up or risk 
the loss of accounts. Not only this “outside” competition, but 
competition between savings banks themselves, where they were 
located near each other, contributed to this policy. A few of the 
larger banks especially were eager to maintain their positions, 
and aggressively sought deposits. Smaller banks in the same 
localities perforce had to follow suit or lose deposits to the larger 
institutions. 

During this period mortgage loans yielded around 6 per 
cent, depending on the location of the banks and of the loans, 
while the yield on rails and municipals fluctuated between 4 and 
5 per cent. When the banks were attempting to pay over 4 per 
cent in dividends, it was impossible to have very much of the 
assets in the form of municipal bonds yielding approximately 
the same figure. Competition pushed the dividend rate even 
higher until at the beginning of 1929, 113 banks paid 4.5 per 
cent and 28 paid 4 per cent, while the remaining eight paid some 
combination of rates averaging above 4 per cent. One bank paid 
an extra dividend of 8 per cent in 1928. 

The following table shows how the mortgages held by two 
of the largest metropolitan banks increased during these years, 
and the yield obtained on these loans. 

Mortgages seemed very tempting also from the point of 
view of safety. At no time during this period from 1920 to 1929 
did the amount of foreclosures aggregate over a half of one 
per cent of the assets. There was a steady demand for mort- 
gages and a ready market for new buildings. Real estate values 
remained high and buildings were earning incomes adequate to 

* See chart of bond yields, p. 57. 
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Source: Survey of Current Business. 


TABLE XIII. MorrcacEe Loans AND YIELDS, Two LARGE METROPOLITAN 
SAVINGS BANKS, 1920-1929 


AMOUNT YIELD 
January 1 Bank A Bank B Bank A Bank B 
OZONE oe, atte the $ 72,438,950 |$ 85,708,876 4.70 5.02 
OD iThae ieee. wee ae 86,813,250 | 88,685,504 5.06 53S, 
(122) REA 100,568,475 | 94,013,480 5.23 5.54 
MODS te rer Ciebe\ceeesace 112,743,500 | 102,716,641 15) 56372 5.56 
QD ARS Sof Peai: PaS: 127,747,785 | 121,195,393 5.36 5.54 
1S ea Ste ee are Dee 154,378,845 | 139,269,520 5.41 5.53 
SAG at RR Ole te he 177,450,365 | 163,092,015 5.40 Sasi 
LOD Tie etre. Vak ha wasarer 193,699,166 | 191,068,660 5.41 Ay) 
ODO ieNaaivmete: 199,648,977 | 210,872,812 5.42 Soil 
NO ZO Re Reni a NM 216,540,842 | 229,506,375 5.45 5.50 


Source: Association News Bulletin, May 3, 1929, p. 80, and May 10, 1929, p. 84. 


keep the mortgages in good condition. Owners of homes en- 
joyed an era of steady employment and good pay, so that they 
also were able to maintain the interest and principal payments. 

Another aspect of the mortgage situation that seemed to 
lend an atmosphere of security was the use of the guaranteed 
mortgage. Mortgage companies, organized for the purpose of 
making mortgages and reselling them, encountered a booming 
business. Promoters of buildings got their loans originally from 
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the mortgage companies, who in turn guaranteed the mortgages 
as to interest and principal. They used a part of the interest 
payment to build up funds for the insurance of the mortgages 
and sold the mortgages to investors at a price of a half or one 
per cent less yield. In many cases the mortgage companies 
controlled the borrowing operations of the owner, so that they 
were the only source of supply of mortgages on many new 
buildings. 

Guaranteed mortgages were sold in large amounts to the 
metropolitan savings banks, who could thus have the guarantee, 
in which they had a great deal of faith, as a safeguard. As was 
mentioned in the last chapter, guaranteed mortgages provided 
a means by which the out-of-town banks could invest in metro- 
politan mortgages without actually entering the market looking 
for borrowers. 

The use of the guaranteed mortgage was stimulated by the 
lack of mortgage opportunities in most places outside of New 
York City. Even without it, many banks would doubtless have 
placed loans in the city because of the preference for city loans. 
This springs from the more ready saleability of the real estate, 
the ease of appraisal of standard buildings and the easier fore- 
closure procedure. As early as 1920 the savings banks owned 
$54,000,000 in guaranteed mortgages.‘ The apparent advan- 
tages of this type of loan were illustrated by the experience of 
the Auburn Savings Bank, which had $2,000,000 so invested at 
this time. These loans gave a net return to the bank of 5.5 per 
cent.8 According to the president of this bank, there was no 
profit (over dividends) for the bank in any investment yielding 
less than 4.5 per cent. 


The building shortage resulting from the war led to a rel- 
ative dearth of mortgage money and high prices for real estate. 
High rents and high prices made mortgages on existing proper- 
ties more secure, because of the continuance of income and the 
ability to sell the property profitably if foreclosure did occur.® 
Nevertheless, this situation also necessitated greater caution in 

* Editor, Savings Bank Journal, March, 1920, p. 17. 

®See address of David M. Dunning, “Mortgages versus Bonds,” Savings 
Bank Journal, May, 1920. 


°Philip A. Benson, “Current Real Estate Problems,” Savings Bank Jour- 
nal, April, 1920, p. 19. 
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lending on new construction because of the high costs involved 
and the prospect for lower values after the shortage was over. 


The shortage of mortgage money was also aggravated by 
the income tax and the diversion of mortgage money to tax- 
exempt securities. Much criticism appeared in the press against 
the savings banks for not lending more, but the main difficulty 
seemed to be the lack of loans from other sources. The insur- 
ance companies, another large source of mortgage money, were 
lending to a large extent on farms, and therefore did not greatly 
relieve the shortage of funds for building homes and offices. 
Many of the loans made by the savings banks were replaced 
loans, by which the banks took over old loans from estates and 
individuals who then invested in tax-exempt securities. 

The degree to which the savings banks turned their new 
resources into mortgage channels during this period is shown in 
the accompanying table. After 1920, not less than 60 per cent 


TABLE XIV. INCREASE IN RESOURCES AND Morrcaces, NEw YorK STATE 
SAVINGS BANKS, 1920-1929 





% of Gain in 
Year Gain in Increase in Resources % of Mortgages 
Dec. 31 Resources Mortgages Invested in to Total 
Mortgages Resources 
OPER ae $273,193,650 | $128,811,273 47.1 47.5 
ODM Se 192,595,042 144,718,119 ASA 49.3 
92D): a svens 283,186,164 170,731,447 60.2 50.3 
HOQS HR. cca 265,034,789 223,330,578 84.2 52.9 
1924002 0.. 326,078,163 261,675,627 80.2 S62 
CD aoa 246,519,301 240, 249 , 400 97.4 57.8 
CDI Sa ame 303 ,927 , 296 247,728,875 81.5 59.5 
Cpa aed 383,278 , 680 305,858,749 79.8 61.1 
T9285. 233,320,657 240,452,107 103.0 63.1 
ODO Fs) alts — 24,257,193 HOLES GTS 4a er eae 65.4 





Source: Superintendent of Banks, Annual Reports. Column (3) is calculated. 


of the new funds were annually diverted to this type of asset, 
and in 1928 the increase in mortgages exceeded the increase in 
resources. This signifies not only a relative but an absolute 
decline in the other assets. 

This increase in funds seeking investment renewed the agita- 
tion for wider investment powers. After several years of legis- 
lative hesitation, bills were adopted in 1928 and 1929 admitting 
high-grade public utility bonds of gas, electric, and telephone 
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companies, and a wider selection of railroad securities, including 
collateral trust, terminal and equipment trust bonds. The mu- 
nicipal bond restrictions were also eased, so that a wider selec- 
tion might be made. But these amendments, even supposing 
that they might have absorbed a considerable portion of the new 
deposits, came after most of the increase in mortgages had been 
made. There was also a provision in the law legalizing public 
utility investments which made them eligible for purchase only 
by those banks with half their assets in mortgages.?° 

New York was one of the last mutual savings bank states to 
admit public utility bonds to the legal list. The Legislature took 
action after almost a decade of agitation to have them admitted. 
The utilities themselves were anxious to have the savings banks 
become a source of funds, and a meeting was arranged between 
representatives of the two businesses in 1922.11 Here it was 
pointed out in favor of legalizing the bonds that they repre- 
sented a five-billion-dollar industry, with gross revenues of one 
billion dollars a year. The life insurance companies owned 
$300,000,000 of their securities. The interest of savings banks 
was sought because, it was estimated, the utilities would need 
three and a half billions for expansion by 1925. The utility 
bonds compared well with railroad bonds of the same Moody 
ratings: the rails paid 4.2 per cent average interest, the utilities 
5.5 per cent; the roads earned interest 2.4 times, the utilities 
4.7 times; the average quoted prices were 75.8 per cent and 
92.2 per cent of par, respectively, yielding on the average 5.8 
per cent for the railroads and 5.86 per cent for the public 
utilities. Of the railroad securities, 0.84 per cent were in de- 
fault, as compared to 0.14 per cent of the utilities.12 Later in 
the year, Martin J. Insull addressed an article to the savings 
bankers in defense of utility bonds.1* In his article he pointed 
out that the industry could not finance its own expansion because 

* Public utilities were added by Ch. 448, Laws of 1928, and amended by 
Ch. 244, 1932. 

™ See “Public Utilities as Investments for Savings Banks,” Savings Bank 
Journal, Feb., 1922. * Ibid., p. 19. 

* Savings Bank Journal, May, 1922, p. 58. Insull concluded: “As a 
utility operator, it throws upon me and other utility operators great respon- 
sibilities, the expenditure of these large amounts of money, but those expendi- 
tures must be made by us, they must be made honestly, judiciously, and wisely 
so that the public can be served the way it wants to be served and so the 


people who put their money into utility properties can get a fair return to 
which any investor is entitled” (p. 63). 
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of fixed rates of return, and that it needed a large investment in 
fixed assets. 


Some of the bankers, even in states where these bonds were 
legal investments, were not completely in favor of them. This 
attitude was well founded in many instances because of mis- 
management, political chicanery, and exploitation of investors; 
many bankers preferred to stay out of the market until these 
practices had been eliminated.1* 


Bond prices rose steadily throughout most of the 1920s. 
Sharp recoveries from the war period were interrupted by the 
short depression early in the decade but from that point con- 
tinued to rise until a year or so before the stock market crash 
in 1929. This trend, of course, was the converse of the decreased 
earnings available on bond investments, which contributed to the 
increase in mortgage investments. But it also had other aspects 
which strengthened the shift to these loans. It enabled the 
banks to build up increasing surpluses, which made them appear 
more impregnable and therefore more justified in tying up a 
larger and larger share of their assets in mortgages. 


Another result of the rising values during the 1920’s was 
the tendency among many banks to lower their investment 
standards. Yield was so important in this era of competition for 
deposits that many institutions were tempted to invest with an 
eye more to yield than safety. Second-grade rails, selling at 5 
to 15 per cent lower prices than the highest-grade securities, 
were purchased in many instances. These purchases appeared 
safe enough at the time, but had nearly disastrous results during 
the depression after 1929, when the values of the second-grade 
bonds declined drastically. 


Because of the rising security values, a fairly steady increase 
of the par surplus meant even greater additions to the market 
value surplus. During these ten years the additions to surplus 
were quite even from year to year, usually being about $34,000,- 
ooo. This generally was translated into even greater market 
value surplus increases, and at a rate which caused an increasing 
percentage of the deposits to be represented by the surplus. 
This rise occurred even in the face of rapidly increasing deposits 
as well. 


“See J. M. Willcox, “The Investor’s Phase,” Savings Bank Journal, May 
1922, p. 65. ‘ 
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TABLE XV. INCREASES IN SURPLUS AND PER CENT OF SURPLUS TO DEPOSITS, 


1920-1929 
Year Increase in Par | Increase in Market % of Market 
Dec. 31 Value Surplus Value Surplus [Surplus to Deposits 
{oN en $38,633,010 $ 8,253,949 77 
13) A ea 40,413,489 2971047246 8.3 
Fos NOTED 29°797°477 86,830,331 10.7 
(cs 34,112,249 1370287681 10.3 
oO er 5 34°117,542 72,285,313 11.6 
eis Neo Ue 36,987,199 36,628,268 12.0 
LO 2G ele AP ob 44,053,121 45,713,644 12.3 
I Ayah 2 ASL eae 34,731,933 80,378,750 13.4 
te puckered & Cpe ae 32,276,836 — 9,751,515 12.4 
TeV Meni Ware 31,244’ 812 — 5°364°437 12.3 


Calculated from Superintendent of Banks, Annual Reports. 


The increase in deposits from 1920 to 1927, when the sur- 
plus reached its highest proportion, was from $2,500,000,000 to 
$4,200,000,000, which made the increase in surplus the more 
striking. The decline in 1928 was caused by the continued 
growth of deposits (about three hundred million more), while 
the decline in 1929 took place in spite of the fact that deposits 
also declined slightly. 


100 


BOND PRICES 
60 1920 - 1930 


Percent of Par, 4% Bond 





50 
1920 1925 1930 


Source: Survey of Current Business. 
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This survey of the savings banks during the “Prosperous 
Twenties” brings their record down to the eve of the “Great 
Depression.” During this decade the savings banks experienced 
an unprecedented growth of deposits and resources. In spite of 
this growth, many savings bankers and others felt that the sav- 
ings banks would soon be eclipsed by the more rapidly growing 
time-deposit business of commercial banks. The various types 
of banks competed strongly for savings deposits by offering in- 
creased dividends and interest payments. In order to earn these 
higher rates, it became necessary for all the banks to seek more 
lucrative investments. For the savings banks, this brought a 
great increase in mortgage loans and, to some extent, a relaxing 
in the quality of bond investments. Both of these developments 
were to have important results in succeeding years. 

The rest of this study is designed to be analytical and topical. 
Various aspects of the savings banks will be considered in the 
following chapters, illustrating their experiences during the 
depression and ensuing recovery. 


Part Four 


Effects of the Depression and Recovery of the 
Early 1930's 


CHAPTER VI 


MORTGAGE LOAN EXPERIENCE, 1929-1937 


T IS RATHER surprising that, in spite of the large volume of 
Titer mortgage loans, savings bankers for many years acquired 
relatively little basic information concerning these assets. Nu- 
merous statistical and information services were available to 
acquaint the investor with all sorts of bond investments, but the 
necessity for similar study and knowledge of mortgage loans 
was not made clear until the recent depression.1 This situation 
existed because it was not until the 1930’s that holdings of fore- 
closed real estate by the savings banks became anything greater 
than a very negligible amount. In 1917 and 1918 foreclosed 
real estate amounted to 0.07 per cent of all the assets,” but 
quickly diminished after the war and did not reach one per 
cent until 1932. In 1936 the percentage was about 6 per cent. 

With this record of safety, the apprehension of possible 
widespread difficulty with mortgage loans was very slight. This 
attitude was strengthened by the provisions of the law intended 
to insure safety. Under the strain of accumulating funds seek- 
ing investment and the desire on the part of the bankers to place 
more funds in the better paying mortgage loans, the legal re- 
strictions were gradually slackened. The building boom of the 
post-war period was instrumental in forcing legislators to per- 
mit wider mortgage lending powers. From the first General 
Savings Bank Law of 1875, the law has been changed from 
restricting the total mortgages to 60 per cent of the deposits to 
60 per cent of the total assets and eventually 70 per cent of the 
assets. On unencumbered improved property, the amount that 


* This was, of course, as true of most other institutions in the real estate 
field as it was of savings banks. * See chart on p. 37. 
& P- 37 
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may be lent has been increased from 50 per cent of the appraised 
value to 60 per cent and in 1938 to 66.6 per cent.® 

These restrictions, in themselves, would seem to remain 
adequate safeguards, but there have been weaknesses that have 
destroyed the safety of many of these loans. The increased 
building of the 1920’s and the rising values during the same 
period turned out to be unstable bases for loans. The shortage 
of mortgage funds during the war and the demand for financing 
building thereafter lifted the interest return on mortgages to an 
average of 6 per cent or more, in some cases as high as 8 per 
cent. At the same time the costs of building were at very high 
levels, and there was a tendency to appraise new buildings at 
their cost figures. A loan that represented 60 per cent of the 
appraisal in 1924 might easily amount to 100 per cent of a 
revised appraisal in 1934. As stated by the president of a large 
bank, 


Appraisals of buildings have too often been based on the cost to 
produce them at a time when all building operations were being con- 
ducted at an exceedingly high cost; in fact, there were times when 
extravagantly high prices were paid for materials and labor. ‘These 
high prices while they meant cost, did not necessarily mean value. 
. . . Cost and value are two different things. 


Instead of caution in the face of inflated land values, the 
banks frequently adopted an attitude of competitive enthusiasm 
in making loans. It was frequently a practice of borrowers to 
“shop around” for the most satisfactory loan. One bank might 
offer a few thousand dollars more than another on the same 
security, and still another offer a bit more, until the borrower 
had found the bank willing to lend the most on his property. 
It will be noted that while the law restricts the loan to 60 per 
cent of the appraisal, the appraisal is made by the bank. Con- 
sequently, if a larger loan is desired the obvious course is to 
become a bit more generous concerning the appraisal. 

The source of many of the recent troubles in mortgages can 
be traced to inflated underlying security value. Some loans were 
made on the security of vacant land, particularly in the metro- 
politan district, on the time-honored theory that the value of 
land always rises and therefore the underlying security is always 


® These provisions are waived for F. H. A. insured loans. 
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growing more adequate. Experience has frequently shown this 
view to be erroneous. 

Besides the general condition of inflation of nearly all land 
values, unfavorable aspects of specific properties were frequently 
overlooked. Difficulties have arisen from the neglect of popula- 
tion trends in the districts in which the underlying properties 
were located. Another trend seriously affecting property values 
has been the movement of types of business from one location 
to another. The first has been of great importance in the shift- 
ing values of homes and apartments in residential districts. The 
second has sometimes undermined the values of loft and office 
buildings. Certain types of buildings, more or less regardless 
of location or population characteristics, have proven to be gen- 
erally poor security for loans. 

Out of this experience there has grown during the last few 
years a new attitude toward mortgage lending. The business of 
lending on mortgage may be termed more “scientific,” in that 
adequate data, including knowledge of the surrounding territory 
and its past history, is now required before loans are considered. 
Loans, too, are rarely made today without some sort of amor- 
tization provision, so that the amount of the loan is continually 
being reduced. The mortgage lending business now includes 
much more than granting and collecting loans, since there are 
now many properties in the hands of the banks which must be 
managed and sold. To do this on a large scale has been an 
entirely new experience for the banks, and new principles of 
procedure have been developed. 

An important aspect of the mortgage loan has always been 
its illiquid character. There has never been a regular market 
for mortgages comparable to the markets in which other long- 
term securities could be sold at almost a moment’s notice. This 
situation has created problems for the banks in their attempt to 
put their assets in such condition that liquidation may be accom- 
plished without great loss. It has never been absolutely neces- 
sary for the banks to liquidate their mortgages to any great 
extent, because their holdings of cash and readily shiftable se- 
curities have been adequate. Nevertheless, the possibility that 
it may sometimes be desirable to do so is always present, and 
the tense situation during the early months of 1933 illustrated 
clearly the “frozen” nature of mortgages. Therefore measures 
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looking toward the liquidation of a bank’s mortgage account 
have been adopted along with more careful lending policies. 
Amortization of loans tends to make the loans more liquid in 
the sense that it makes the mortgage account more flexible; 
funds return to the banks regularly rather than in lump sum 
maturities. Supplementary institutions, principally the Institu- 
tional Securities Corporation, have been established as a market 
for mortgages. 

Delinquencies in mortgage loans did not begin to be serious 
immediately with the onset of the depression. In a sample 
group of banks, whose deposits comprised approximately a third 
of the total for the state, it was found that there were only 
thirty-seven mortgages with interest in arrears on January 1, 
1929.4 The principal involved was $548,150 or only 0.07 per 
cent of the total loans. When the depression began, this in- 
creased gradually to fifty-nine loans with a mortgage principal 


“The number of banks is purposely not stated in order to conceal their 
identity. Comparisons between changes in loans and investments made by this 
group and by all the savings banks indicate that the sample is representative 
for the purposes for which it is used in this study. The sample is weighted in 
favor of the large banks, but comparisons between it and a larger sample 
group including many smaller banks, originally considered, show that the 
various trends to be indicated appear as well from the sample which is used, 
One reason for this similarity is the fact that many small banks base their 
policies, as far as local conditions permit, on the policies of the larger metro- 
politan banks. When differences appear between the experience of the sample 
and that of the total group, they will be noted. 
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of $1,818,900 on January 1, 1931. Although the principal of 
the affected loans was tripled during these two years, still only 
0.20 per cent of the total mortgage loans were involved. The 
arrears were serious for this small group of loans, however, 
being approximately 7 per cent of the principal. 

By January 1, 1932, nearly 2 per cent of the total mortgage 
account was affected, the loans involved amounting to over 
$19,000,000.° After another year of depression, interest was in 
arrears on $35,524,570 of loans, which were 3.42 per cent of 
total mortgage loans. The banks at this time were firmly at- 
tempting to protect themselves through foreclosures. On these 
two dates respectively, 109 out of 182, and 214 out of 472 
delinquent loans were in process of foreclosure, and presumably 
more would have been foreclosed had city authorities not at- 


TaBLE XVI. MORTGAGES WITH INTEREST IN ARREARS, SAMPLE GROUP, 





1929-1933 

Average 

January 1 Number Arrears Principal Principal 

1 Pe ae rae 37 $ 50,614 | $ 548,150 $14,814 
T9SO} een ie 40 142, 887 2,838,225 70,931 
DOS hea h the Les a eke 59 139,685 1,818,900 30,828 
OSD Etat ctr (ast. 182 1,047,538 19,369,495 106,425 
LOSS LU Aa tis Het ae oe 472 2,071,872 | 35,524,570 75,288 


Source: Semiannual Reports to Banking Department. 


tached the properties for tax delinquencies. The great variation 
in the size of the average delinquent loan from year to year 
suggests that no one type of property was affected. It is fairly 
obvious, however, that there is a tendency for the size of the 
loan to increase. Placing many of the smaller loans in fore- 
closure proceedings would operate to reduce the average for 
1931. 

Since January I, 1934, much more complete data are avail- 
able. Delinquent loans are classified into six types, as in the 
accompanying table.© While most of these data are not avail- 
able prior to this time, it is not believed that the omission is 

* Since the following figures apply to a sample group of banks, proportions 
and trends are more pertinent than totals. For the latter the reader may ap- 
proximate the totals for the banks in the state by multiplying by three. The 


figures in all cases are derived from individual annual reports to the banking 
department. ° See p. 69. 
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TABLE XVII. CLassIFICATION OF MoRTGAGE DELINQUENCIES, 
SAMPLE GROUP, 1934-1937 
(000 omitted from dollar figures) 








January 1, 1934 1935 1936 1937 

In Process of Foreclosure 

number..... 881 1,335 879 622 

arrears...... 2,598 3,865 3,668 3,259 

principal....| 393154 | 352829 | 20;739 | 19,328 
In Hands of Counsel 

number..... 651 666 393 294 

arrears...... 611 1,607 1,769 1,509 

principal... .| 10,086 | 21,025 | 16,933 | 127172 
Mortgagee in Possession 

number..... 992 1,091 T1382 547 

arrears...... 6,974 8°741 | 10,428 6,660 

principal....| 74,418 70,279 63,532 40,285 
Interest and Taxes in Arrears 

number. .... 2,374 2,458 1,952 1,339 

APLeALS|: 4.16 5,882 5,838 6,612 5,244 

principal....| 912750 | 872151 | 78,937 | 642125 
Taxes Only in Arrears 

number..... 3.604 ll 9 631 2,051 1,731 

arrears...... 2,040 1525 1,668 1,405 

principal... .| 723854 | 582996 | 42°833-| 40,219 
Interest Only in Arrears 

number..... 470 2,787 1,703 1,505 

arrears... ... 892 32450 | 32465 22989 

principal... .| 27,306 | 1142436 | 80,546 | 62,783 
Total Delinquent Loans 

number..... 8,992 10,968 8,128 6,038 

arrears... 192000 | 252030 | 27,613 | 21.068 

principal... .| 315,570 | 387,718 | 303,524 | 238,919 
Mortgages Not in Arrears 

number..... 39,475 35,023 36,224 36,708 

principal... .| 661,300 | 5482073 | 5923096 | 613,165 
Total Mortgage Loans 

number... .. 48,467 | 45,991 | 44,365*| 42,761+ 

principal§...| 976,871 | 935,792**| 896,152 | 852,562 
Installments, Account of Arrears 498 560 661 490 
Net Arrears inc cveds cites vee 18,501 | 24,469 | 26,951 | 20,578 
% of Mortgages in Arrears 

number..... 18.55 23.84 18.32 14.12 

principal... . 32.30 41.43 33.86 28.02 


*Includes thirteen Savings Banks Trust Co., participation mortgages, $531,400. 
Includes fifteen Savings Banks Trust Co. participation mortgages, $477,000. 
Last three digits are figured in this total. 

**Also $210,000 junior participation mortgages. 

Source: Semiannual Reports to Banking Department. 


serious. Although the percentage of affected mortgages reached 
32.30 per cent of the total loans at the beginning of 1934, and 
those with interest in arrears were only 3.42 per cent of the total 
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in 1933, the latter figure probably reveals a large part of the 
situation at that date. This opinion is substantiated by figures 
for the return on mortgages, quoted later. The creation of 
mortgage arrears is essentially a cumulative process, and the de- 
linquencies would naturally be smaller in the earlier years of 
the depression. The foreclosed real estate of all the banks in 
the state was still only a little more than one per cent of total 
assets at the beginning of 1933, so the loans in process of fore- 
closure in previous years would not have bulked large in com- 
parison to those after that date. There probably were increasing 
examples of arrears of taxes during the earlier years, but these 
too were probably more important later because tax collections 
fell off heavily after the depression was well advanced. 

It is apparent from the table on the preceding page (and the 
graph on page 72) that the same type of mortgage trouble did 
not predominate in each year. Furthermore, the amount of 
arrears was sometimes greater on a few loans of one type than 
for other loans of which the affected principal was greater. For 
example, the arrears on January I, 1934, were greatest under 
the title “mortgagee in possession,” although the loans with in- 
terest and taxes both in arrears were considerably greater. This 
term, “mortgagee in possession,’ means that the management 
of the property has been taken over by the mortgagee, although 
the legal title remains with the mortgagor. These arrangements 
are made for the duration of the delinquencies, and are an in- 
strument for preventing foreclosures. Also included in this 
classification are some instances of rent assignments, although the 
mortgagee was not actually in possession. 

A comparison of the two groups “in process of foreclosure” 
and “mortgagee in possession” for this period indicates the re- 
luctance of the banks to foreclose. As is explained in a later 
section, the costs of operating and maintaining foreclosed real 
estate are usually heavy. If the bank can get a rent assignment 
or rent agreement, it receives all that it would if it actually 
owned the property, while the costs of foreclosure, maintenance 
and sale are avoided.? The 992 loans of this class (part rent 
assignments and part mortgagee in possession) in 1934 com- 
prised the third largest classification by number, but the second 


™In the case of a rent assignment the liabilities of ownership fall on the 
bank; in the case of a rent agreement they lie with the owner. 
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largest when measured by the principal involved. The reason is 
fairly obvious: most income-producing properties would be 
large, while non-income-producing types, such as homes, would 
not be adaptable to rent assignments. The most numerous 
group was that with taxes in arrears, followed by those with 
taxes and interest both in arrears. The size of the average loan 
in the first class indicates that there were many homes in the 
group to bring the average down. Tax collections, as is well 
known, decreased drastically during this period of unemploy- 
ment and reduced incomes. A tax delinquency becomes a mort- 
gage delinquency because the city has a claim to the property 
prior to that of the mortgagee. Therefore, in many instances 
the banks felt obliged to advance the taxes or lend additional 
sums to the mortgagor for the payment of taxes, even before 
crediting payments to arrears of interest. 

Probably a large number of the loans that were placed in 
foreclosure proceedings during 1934 came out of the class of 
taxes in arrears. This fact is indicated by the January 1, 1935, 
figures. All groups except the latter increased in number, 
although there was a slight decrease in the arrears of combined 
taxes and interest. A new flood of interest arrears at that time 
boosted the total of delinquent loans to its depression peak of 
$387,718,647 for this group of banks. This total was 41.43 per 
cent of the amount of all mortgage loans, or 23.84 per cent by 
number of loans. These figures illustrate the fact that a larger 
portion of big than small loans were delinquent. A comparison 
of mortgage delinquencies and foreclosures by size of loan is 
given below. 

During 1935 and 1936 the situation improved. The affected 
mortgages were almost exactly the same percentage of the total, 
both in number and amount, on January 1, 1936, as on January 
I, 1934. Approximately 9 per cent of the delinquent loans 
were owing to interest arrears, while those with interest and 
taxes both in arrears were nearly as important. Measured in 
terms of the amount of arrears, however, interest and tax arrears 
were nearly twice as great, and were exceeded only by those 
with the mortgagee in possession. From the preponderance of 
the latter and the large arrears for those in process of fore- 
closure, the natural conclusion may be reached that the worst 
cases were taken over by the banks first. The arrears for those 
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Loans $315,570.800 387,718,600 303,524,700 238,919,000 
Total 
Loans $976,871,100 935,792,100 896,152,700 852,562,000 


Legend: 
RSGJ In Process of Foreclosure [=] Interest and Taxes in Arrears 
In Hands of Counsel Za. Taxes Only in Arrears 


(MMM Mortgagee in Possession  EE33 Interest Only in Arrears 
[_] In Good Condition 


Source: Semiannual Reports to Banking Department. 
with the mortgagee in possession amounted to 16 per cent of 
the principal involved. In contrast, the arrears for taxes only 
were less than 4 per cent of the mortgage principal. 

The “recession” of 1937 is reflected in the condition of the 
mortgages of the sample group of banks during that year. 
Mortgages in arrears of interest or taxes or both totaled $212,- 
000,000, with arrears of over $17,200,000. This left approx- 
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imately $631,000,000 of mortgages not in arrears of taxes or 
interest. These arrears caused the improvement that had been 
taking place in the mortgage account to slow up, but a noticeable 
improvement took place toward the end of the year. Interest 
arrears were considerably more important than tax arrears, 
amounting to approximately $12,000,000 as compared to $5,- 
000,000 for taxes. The total arrears on January I, 1938, 
amounted to approximately 8 per cent of the affected mortgage 
principal and 2 per cent of the total mortgage loans, while ap- 
proximately 25 per cent of all loans were in arrears. 


From these figures it is possible to draw certain conclusions 
as to the relative seriousness of different types of delinquencies, 
both in regard to the mortgages affected and to the total mort- 
gages. In order to facilitate the analysis, the following table is 
presented. In this table the amounts in arrears for the different 
types are shown as percentages of the principal involved and of 
the total mortgage loans.® 


It is apparent that of the three types of arrears (interest and 
taxes, interest only, and taxes only), those on account of both 
taxes and interest are approximately as great as the other two 
taken together, when measured as a percentage of their prin- 
cipal. This is rather to be expected, since this group comprises 
the loans on which both types of arrears are evident. This rela- 
tionship is approximately true when the loans are taken as per- 
centages of total loans. The figures also show that January 1, 
1936, represented the worst period of combined interest and 
tax delinquencies. At this time the arrears were greatest in 
relation to the principal of the loans, and also in relation to total 
loans, although, as stated above, the highest proportion of 
affected mortgages had been reached on January 1, 1935. 

* These figures for arrears are not directly comparable to those in Table 
XVII because of changes in reporting methods and a resultant overlapping. 
From Semiannual Reports to State Banking Department. 

°One difficulty with the figures should be mentioned; that is, that the 
first three classifications do not reveal the cause of the arrears, but simply 
show that there were arrears and that as a result the properties have gone 
into foreclosure, or that the case is in the hands of counsel pending foreclosure 
or readjustment, or that the mortgagee is in possession of the property. The 
relative importance of the arrears is probably better indicated by the other 
three classifications, especially as they carry over a period of years and show 


approximately the same relationships to each other. The first three classifica- 
tions are better adapted to illustrate bank policy in handling delinquent loans. 
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TABLE XVIII. MorTGAGES IN ARREARS AS PER CENT OF TOTAL MORTGAGE 
Loans, SAMPLE GROUP, 1934-1937 


January 1 1934 1935 1936 1937 
In Process of Foreclosure 
umber..... 1.81 2.90 2.02 1.45 
Principal....| 4.00 3.82 2.38 2.26 
In Hands of Counsel 
Number..... 1.34 1.44 0.88 0.68 
Principal. ... 1.03 2.24 1.88 1.42 
Mortgagee in Possession 
Number..... 2.04 2.37 2255 27 
Principal. ... 7.61 7.51 7.08 4.72 
Interest and Taxes in Arrears 
Number..... 4.89 5.34 4.39 ja bs 
Principal....}| 9.39 9-31 8.80 7.52 
Taxes Only in Arrears 
umber..... 7.47 ATP? 4.62 4.04 
Principal....| 7.45 6.30 4.77 4.71 
Interest Only in Arrears 
Number..... 0.96 6.05 3.83 3.51 
Principal .c. 1) petro 12322, 8.98 7.36 
Total Loans in Arrears 
Number*....| 18.55 23.84 18.32 14.12 


Principal*...| 32.30 41.43 33.86 28.02 
Loans Not in Arrears 

Number..... 81.45 76.16 81.68 85.88 

Principal....} 67.70 58.57 66.14 71.98 


*Totals are obtained directly and hence are not precisely the sums of these columns. The dif- 
ferences are less than 0.1 per cent. 
urce: Semiannual Reports to Banking Department. 


As one would naturally suppose, it is also evident that those 
loans on which the banks had taken action were more seriously 
affected than those still classed as in arrears. For the four re- 
porting dates there is only one exception to the statement that 
each of the first three groups in the above table shows more 
serious delinquencies than the next three groups. On January 
I, 1934, the delinquencies on the loans in the hands of counsel 
were slightly less serious than those for interest and taxes, but 
at all other times the more serious delinquencies were in groups 
on which some legal action had been taken. It is also true that 
the two most serious types were those already in the hands of 
the banks, or about to be: mortgagee in possession or in process 
of foreclosure. 

It appears from Table XX, below, that the delinquent loans 
comprised larger mortgages than the loans in good condition. 
The average delinquent loan for this group of banks ranged 
from $35,094 to $39,569 during this four-year period, while the 
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TABLE XIX. PER CENT OF ARREARS TO AFFECTED PRINCIPAL AND TOTAL 
MORTGAGE PRINCIPAL, SAMPLE GROUP, 1934-1937 


January 1 1934 1935 1936 1937 

In Process of Foreclosure 

Affected Principal. ..... 

Total Principal......... 
In Hands of Counsel 

Affected Principal. ..... 

Total Principal......... 
Mortgagee in Possession 

ffected Principal...... 

WiotaltPrincipalee-na-re 
Interest and Taxes in Arrears 

Affected Principal...... 

Total Principal......... 
Taxes Only in Arrears 

Affected Principal. ..... 

otal Principally... 5 
Interest Only in Arrears 

Affected Principal...... 

MotaliPrincipalescn. ana 
Total Loans in Arrears 

ffected Principal...... 
otalPrincipales ..) ciecies 
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*Last row of figures obtained directly from totals, and hence does not check precisely with total 
in each column. 
Source: Semiannual Reports to Banking Department. 


nondelinquent loans varied between $15,648 and $16,752. The 
average of all loans remained close to $20,000, the preponder- 
ance of nondelinquent loans at the last date pulling the average 
down to $19,937. It is quite apparent that size alone would not 
make a mortgage insecure; so it is necessary to look back at the 
types of properties Saale these mortgages.. This investiga- 
tion is made later under an analysis of foreclosures, but the con- 
clusion to be drawn here is that some of the larger loans, such 
as on apartments, stores, and lofts, did not provide as sound a 
basis as some smaller properties, which would be mostly homes. 

The breakdown into types throws further light on the sort 
of trouble to which the mortgages were susceptible, and on bank 
policy. In each year the largest average loan was in the classifi- 
cation of mortgagee in possession. It would follow from the 
fact that the banks first took over those properties on which 
the loans were most delinquent, that the largest loans were 
most in arrears. The second largest average loan was usually 
that with interest in arrears, so that a large part of the loans 
on which the banks foreclosed were probably delinquent 
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TABLE XX. AVERAGE SIZE OF DELINQUENT LOANS, CLASSIFIED BY CONDITION 
OF LOAN, SAMPLE GROUP, 1934-1937 


January 1 1934 1935 1936 1937 
In Process of Foreclosure........ 44,443 26 , 838 23,121 31,174 
In Hands of Counsel............ 15,494 31,569 43,088 41,402 
Mortgagee in Possession......... 75,018 64,417 56,124 73,655 
Interest and Taxes in Arrears....| 38,647 35,456 40,439 47,890 
Taxes Only in Arrears.......... 20,103 22,423 20, 884 23 , 234 
Interest Only in Arrears......... 58,098 41,460 47,276 41,716 
All Delinquent Loans........... 35,094 35,349 37 343 39, 569 
Nondelinquent Loans........... + 16,752 15,648 16,345 16,703 
All Mortgage Loans............ 20,155 20,347 20,199 19,937 


Source: Semiannual Reports to Banking Department. 


mainly in interest payments. The variation in size of loan 
in process of foreclosure indicates that the larger properties 
were foreclosed first, again because the loans were in the worst 
condition, and later on smaller properties came into the group. 
The reverse tendency seems to be true for the loans in the hands 
of counsel. Clearly loans in arrears of taxes only were the 
smallest loans. It would appear from these figures that the 
large property owners paid their taxes but not their interest, 
while the reverse would hold true for the smaller property 
owners. This may have resulted from a realization by the 
owners of large properties, in many instances businessmen, that 
they could postpone their interest payments for a while with 
impunity, but that it was necessary to keep their properties clear 
of tax liens. Such an attitude would be encouraged by the heavy 
penalty for tax delinquencies. Small property owners appar- 
ently relied more heavily on the leniency of the tax collector, 
while the business men realized the reluctance of the banks to 
foreclose. 

To sum up the conclusions so far as to delinquent mort- 
gages, these tables reveal the following: (1) Delinquent 
mortgages were greatest in relation to total mortgages at the 
beginning of 1935, when they were not much less than half of 
all mortgages. (2) The largest groups of delinquent mortgages 
were those either with interest in arrears or interest and taxes 
both in arrears. The high point was reached in 1935 when those 
with interest in arrears were over 12 per cent of total mort- 
gages. (3) The banks refrained from foreclosing as much as 
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possible, and when they did come into possession of properties 
it was frequently not through foreclosure. The loans in the 
process of foreclosure were less than 4 per cent in 1935, but 
those with mortgagee in possession were over 9 per cent. (4) 
The arrears on mortgages on which the banks had taken action 
to acquire the properties, ranged from 10.7 per cent to 17.6 per 
cent, and were about the same whether foreclosure proceedings 
were used or not. The arrears on mortgages in hands of counsel 
ranged somewhat lower. (5) The arrears reached as high as 9 
per cent of the principal of the affected loans at the beginning 
of 1936. (6) This represented arrears of 3 per cent on the total 
mortgage account. (7) Analysis of the average loans by types 
of delinquency shows that the properties underlying the larger 
loans were taken over first, and that the large loans were more 
apt to become delinquent than were the small loans. 

These delinquencies could not fail to have serious repercus- 
sions on bank earnings. The total delinquencies amounted to 3 
per cent of the total mortgage loans in 1936; so it would seem 
at first glance that the interest return would be cut in half, even 
if all the mortgages had been made at 6 per cent. This is not 
exactly the case, however, since some of the delinquencies would 
not have been paid into the bank in any case; that is, the tax 
arrears. While they represent but a small part of the total 
arrears as shown in Table XIX, it is impossible to tell how many 
tax arrears are concealed in the first three classifications. On the 
other hand, these figures do not reveal the number of instances 
of forced interest rate reductions, in which the banks reduced 
the interest rate in order to keep the loans in good condition. 
Frequently these reductions encouraged and enabled debtors to 
keep their mortgage charges paid up. Also, what new loans were 
made during the later years of this period were usually made at 
rates below the previous levels. The figures below show the 
annual interest on mortgages for this group of banks. One 
slight factor in the decline would be the decrease in total mort- 
gages toward the end of the period. In this table the figures 
after 1933 are obtained by doubling the interest for the second 
half-year periods. 

These figures represented yields of 5.15 per cent in 1929 and, 
surprisingly enough, the slightly higher figure of 5.19 per cent 
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TABLE XXI. INTEREST ON MorTGAGEsS, SAMPLE GROUP OF BANKS, 1929-1938 





Year Ending Year Ending 
January 1 Interest January 1 Interest 
DO EU astnive dye chatotate $40,156,564 NERY AAA Beas AS oc $41,661,462 
LOBO senna ee 44,421,289 LORS eee Cok oe ee 37,991,496 
LL aes A ri 47,747,351 LOB62, 23 oe 37,291,686 
ES Dae SNC bee ene 51,867,585 LOB Foy. a eehy seals eee 35,236, 586 
ROSSI Nererahls oss eet es 52,302,819 TOSS 7h sane 34,922,774 





Source: Semiannual Reports to Banking Department. 


in 1933 (January 1). The yield on January 1, 1937, was 4.13 
per cent, which meant a drop of approximately 20 per cent in 
the interest return from 1929. The decrease in the amount, 
$17,066,233, from the peak at the beginning of 1933, was a 
drop of practically a third (32.63 per cent). The amount of 
interest fell more drastically than the rate because there was a 
smaller volume of loans outstanding in 1937. 

In view of this experience with delinquent mortgages, it is 
interesting to examine the policy with regard to new loans 
during this period. Foreclosures and repayments would tend 
to decrease the total mortgage account unless offset by new 
loans. For all the banks in the state, total mortgages increased 
until 1932, and did not decline appreciably until the next year. 
The high point in mortgages was reached when over three and 
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a half billion dollars were so invested, but the 1933 figure was 
almost as large. The increase during the early years of the 
depression took place in spite of increasing foreclosures, so that 
new mortgage loans were being made in an amount greater than 
necessary to offset these foreclosures. To some extent these loans 
were caused by the influx of deposits after 1929. During the 
latter years of the depression, however, mortgage loans declined 
even more rapidly than foreclosures increased, indicating both 
the caution and the difficulty involved in making new loans. 
Even so, the loans decreased only by the amount of those paid 
off or foreclosed during the year, since most mortgages were for 
long periods and continued regardless of the desires of the 
holders. In addition, the mortgage moratorium granted by the 
Legislature in 1933 sometimes prevented savings banks (as well 
as other lenders) from reducing loans on which taxes and 
interest were paid up.?° 

The movement of total mortgage loans for the sample 
group shows a similar tendency except that the peak was not 
reached until the reports of January 1, 1933. A glance at the 
chart on the preceding page will show, however, that this is not 
greatly different from the trend for all banks, as the amount for 
the latter fell only slightly during 1932. The chart also shows 
how the increasing bond investments from 1929 to 1932 made 
the mortgages of lesser relative importance even before the 
rapid fall in the volume of mortgages began. 


The increase in mortgages before 1933, which was only 
accentuating the tendency that had prevailed during the pre- 
vious decade, must be explained on the grounds of rapidly in- 
creasing deposits, and the past safety record of mortgages. In 
this respect, the experience in previous monetary panics was not 
a reliable guide to the effects on mortgages of a prolonged de- 
pression. The panics of 1893 and 1907 drove the banks into 
mortgages, as they reduced their bond holdings. This was re- 
peated during the early days of the late depression, but after 
the collapse of many mortgage loans, the reverse took place. 

* Chapter 793, Laws of 1933, forbids foreclosures on any property for 
nonpayment of principal items where interest and taxes are not in arrears, un- 


less the property is a commercial one earning a surplus over and above interest, 
taxes, and carrying charges. 


80 SAVINGS BANKING IN NEW YORK STATE 


The effect of the 1929-1935 depression on balance was to cause 
the banks to shift from mortgage loans into bond investments.1? 


TaBLE XXII. ToraL Mortcace Loans, SAMPLE GROUP, AT 
SEMIANNUAL DATES, 1928-1938 


July S19 285.), eset $740,743,471 || July 1, 1933........ $991 , 542,875 
Wa 4)1999) 030. 780,102,088 || Jan. 1, 1934........ 979,330,713 
uly O29 eee ae 815,236,476 || July) 11934) 2 ee 955,959,710 
anes oSOr erie cen 841,658,857 Janel, 1OSSs salsa 934,372,553 
arly Leet 930) th ks, 869), 3088827.) Ilya 9S5on ona 918,696,657 
Pane ibs OS ire vere. o: 90051042920") Jans: 1) 1956 2 ene 876,662,012 
elves OS. es cele 951 5058), 79%, |\) July); 1936.) een 869, 263,860 
a Cy ae 989,747,974 | Jan. 1, 1967... cee 852,135,067 
te UI eel de No Jan. 1,01988; scan 843,469,000 
ier teal SSM sears. ve 1,006, 883,65 


Source: Semiannual Reports to Banking Department. 


The net increase or decrease in mortgages is the difference 
between the new mortgages made and those paid in or fore- 
closed. The banks made increasing amounts of new loans up to 
1932, according to the figures below, which are for six-months 
periods ending on January 1. A close approximation of the 
annual figures may be obtained by doubling those in the table, 


TABLE XXIII. AMOUNT OF NEW LOANS AND AMOUNTS PAID IN OR FORE- 
CLOSED BY SAMPLE GROUP, DURING SECOND HALF-YEAR PERIODS, 1928-1937 


Six Months Ending January 1 New Mortgages Paid in or Foreclosed 
1) 2 A Ea pea ne eae eRe aR 2 tn $56, 564,859 $17, 106,248 
POSO RY Pe MS A ee 44,162,158 17,7395 Cid 
MOB Ue tsetse seer ni eerie eae 60,172,252 29 376,789 
19 BD) eLetter etd aan 61,081,222 23,392,127 
IRR nat a Oeste SPE atte ie 5 - 28,763,697 19,627,346 
OSA Ne ata eye ae he eae ee ee 10,404,120 22,616,282 
ELS DR CARRE SIS ORT ERR CII OS coche 10,105,436 30, 692, 593 
WO S65 9.5 choise Chics Core his Sis eepe ee 7,522,972 29,557,617 
1987 Ss Sey Ac 8,128,496 25,257,289 


Source: Semiannual Reports to Banking Department. 


but since they apply to a sample group of banks and are impor- 
tant more to show trends than totals, these figures suffice. The 
volume of new loans dropped sharply at the end of 1932, but 
still exceeded the volume of repayments and foreclosures. After 

“In this connection it is interesting to note that the savings banks had 


approximately the same amount of money invested in mortgage loans plus 
real estate in 1937 as they had in mortgages alone in 1929. 
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that time the amounts taken in consistently exceeded the 
amounts of new loans, and explains the drop in the totals. For 
the full year 1937, not shown in Table XXIII, the banks in the 
sample made new loans aggregating $33,000,000, while the 
amount paid in or foreclosed was approximately $40,000,000. 
These figures show not only an increase over the preceding year 
in the volume of new loans, but also a closer balance between 
debits and credits to the mortgage account. While a considerable 
increase in mortgage lending is to be expected from the depres- 
sion lows, other factors make it doubtful that lending will be- 
come as active as before 1929. The new caution in lending, the 
competition for mortgage loans from other financial institutions, 
and the relative dearth of good loans make another period of 
mortgage lending like the pre-depression era unlikely. 
Furthermore, the bulk of the loans made since 1933 have 
been purchase money mortgages to finance the sale of foreclosed 
real estate to new borrowers. The so-called “additional loans,” 
which are increases in existing loans, have also been considerably 
greater than the volume of really “new” loans. The additional 
loans are largely a depression phenomenon; they have fre- 
quently been made to enable the mortgagor to pay tax arrears, 
or to rehabilitate multiple dwellings that have become badly in 
need of repair or renovation. Many of these loans were prac- 
tically “forced” on the banks by the necessities of keeping the 
properties free of tax liens or able to earn a return large enough 
to service the mortgage. Frequently the value of the underlying 
property had depreciated to such an extent that additional loans 
were not legal under the banking law and had to be handled 
through junior mortgages by the Savings Banks Trust Company 
or Institutional Securities Corporation, as explained in a later 
chapter. At all events, it is clear from Table XXIV that the 
volume of new loans comprised only a small portion of the total 
lending up to 1937. Out of 1,130 loans made by the sample 
group during 1937, 681 were purchase money mortgages. 
These aggregated nearly $10,000,000 out of the $23,000,000 of 
loans made during the year. During that year, however, loans 
for new construction totaled slightly more than the purchase 
money mortgages, although they were fewer in number. The 
largest part of these loans went into residential construction. 
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TaBLE XXIV. Types oF Morrcace Loans MADE, 1933-1937, DURING 
SECOND-HALF YEAR PERIODS BY SAMPLE GROUP 


Purchase 
Six Months Ending New Loans Money Additional | Other Loans 
January 1 Mortgages Loans 

1934 
PASIOUN Cape set inne teetesekare $145,750 | $9,283,276 | $ 369,023 | $315,947 
IN IMDED Me eck a 2 alae 20 105 38 

1935 
PAIMOUNES eb ete ER ane re 573,700 7,403,121 | 2,016,915 112,700 
Nom pert: seer eyo oe siete 54 66 96 
AMOUN te ese Seinen 486,300 4,381,328 | 1,513,434 284,000 
Numbers sce eye ciee 108 95 171 

1937 
NOUN ten eRe 956,709 6,329,725 924 OGL dl ene 
Number! joe nee eee 79 278 85 


Source: Semiannual Reports to Banking Department. 
: er eva in the above table are thirty-two refinanced loans aggregating $291, 134 on the 
rst date. 


The rates at which the new loans during this period were 
being made are also of interest. The following modal interest 
rates were determined by inspection, but they were so clearly 
in the majority that there is little doubt that they were also 
close to the mean average rates on loans made during this 
period by this sample group of banks. It appears from this 
sample that the interest rate began to fall from 6 per cent soon 
after the depression began, under the force of increased funds 
for investment and a lack of demand for loans. By 1931 it 
struck a level only a half of one per cent below the previous 
rate, and remained there for three years. After that time the 
further decreases were probably caused in large part by the entry 
of governmental institutions into the mortgage market, which 
increased the volume of funds available. Under the Banking 
Act of 1935 national banks also obtained increased powers to 
lend on mortgage. These factors and the stagnation of building 
brought the rate to a relatively very low point, but a recovery 
seemed apparent in 1937.7? 


* A comparison of the rates charged by the savings banks with those of all 
lenders in the metropolitan region can be made by reference to the following 
figures. It will be noted that during the third quarter of 1935, 40 per cent of 
the loans were made at less than 5 per cent, while during the fourth quarter 
only 21 per cent carried rates lower than 5 per cent. There was also a 
tendency for fewer loans at rates above 5 per cent, showing that the various 
rates tended to converge. (Mortgage Conference of New York. First and 
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TABLE XXV 


Modal Interest Rate on New Mortgages, Sample Group, 1929-1938 
(Figures for January 1) 


QQ ieceuege cs ait ici ietensl ate 6 HOVE sinc wan is oad. be ovale 5 
TiC} OLs carabackeks olay clea 6 TQ SiS parsttemmeaeutie elie: 4 
TSG Gd. Reale aibecls Grattan 5% LORGHi aan etka. 
QZ es are a) Med sedi a 5% LOS 7 sey Monash nee 4% 
LOS Si nates Valo: 5% LQG Sieve iene tees y 4% 


A complete summary of the mortgage situation during this 
period is not possible without reference to the experience with 
foreclosed properties. This chapter has dealt only with the 
mortgages in various degrees of arrears, up to the point of fore- 
closure. Conclusions as to the relative desirability of different 
classes of loans are best made in the light of foreclosure ex- 
perience. 

Enough has been said, however, to indicate clearly that the 
savings banks suffered severe losses on mortgage loans. Pre- 
vious to the depression of the early 1930’s mortgage loans were 
considered very safe investments. The almost complete lack of 
foreclosures and the legal provisions concerning loans con- 
tributed to this opinion. The competition between lending insti- 
tutions for mortgages and the inflated underlying values of the 
1920’s resulted, and in turn led to many of the difficulties during 
the following years. 

As interest and tax delinquencies developed during the early 
years of the depression, the banks attempted to protect them- 
selves by foreclosure. Later the depressed condition of the real 
estate market made it preferable to postpone foreclosures as 
long as possible where there were possibilities that the mortgages 
might be restored to good standing. Rent assignments were fre- 
quently resorted to where the properties were income producing. 
By 1935 over 40 per cent of the total mortgage loans of the 
sample group of banks were in arrears, not including those 
loans on which the property had already been foreclosed or on 
which reductions in the interest rate had been granted. The 


second quarters for Manhattan and Bronx; third and fourth include Brooklyn. 
H.O.L.C., purchase money and less-than-$10,000 mortgages excluded.) 





Below 5% At 5% Above 5% 
1935 % Amount % Amount % Amount 
Ist quarter. ......,.. 23 $ 677,280 35 $ 1,018,100 42 $1,243,760 
A MATLEK oy ofal a < arate) ole 37 3,091,000 29 2,393,000 34 ,879,0 
Sdiquartersiaccssiieei 4 40 3,606,134 34 3,119,500 26 8 8=2, 327,975 
4th quarter.... 21 2,651,000 55 6,792,950 24 2,891,500 


Pay esi «dale ss) AS 10,025,414 41 13,323,550 28 9,342,225 
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data indicated that larger loans (presumably on income-produc- 
ing properties) were more apt to become delinquent than were 
smaller loans. 

The income of the banks from mortgage loans necessarily 
fell considerably as a result of delinquencies. The annual return 
from mortgages for the sample group fell roughly one third 
between January, 1933, and January, 1937. Part of this de- 
crease was accounted for by a smaller volume of loans, which in 
turn came about largely as a result of foreclosures. 

In the early stages of the depression the savings banks in- 
creased their mortgage loans, apparently because of the favor- 
able record of these loans in earlier depressions. Later, however, 
the banks restricted their mortgage loans in favor of increased 
bond investments. A large part of the loans made were small 
additional loans to enable owners of mortgaged properties to 
pay taxes and keep the properties in repair. The modal interest 
rate on mortgage loans declined from 6 per cent in 1929 to 4 
per cent in 1935, but rose to 4.5 per cent in 1937. 

The difficulties with mortgage loans, severe as they were, 
were greatly increased by those accompanying foreclosed prop- 
erties. The experiences with foreclosures are discussed in the 
following chapter. 


CHAPTER VII 


INCREASE IN FORECLOSURES AND REAL ESTATE PROBLEMS 


FORECLOSURE is the result of the failure of the borrower to 
A maintain payments of interest or principal on his loan. 
The derivation of the word “mortgage” indicates a meaning of 
the “grip of death,” and originally that was quite literally what 
the mortgage meant. The lender had control and practical 
ownership of the property pending the repayment of the loan. 
Later and more lenient interpretations of law led to the practice 
of the borrower keeping the property, but pledging it to the 
lender as security for the loan. But the “hand of death” was 
always present, since the lender was entitled to foreclose and 
take the security if the agreement was not kept. The depression 
that began in 1929 was so severe and prolonged that many bor- 
rowers became unable to maintain even the interest payments on 
their debts. This affected equally the wage earner who had bor- 
rowed on the security of his home, when he lost his employ- 
ment, and the owner of large business properties, when those 
properties failed to earn the income out of which he had ex- 
pected to repay, or at least carry, the loan. With decreased 
earning power of property went decreasing values, until in many 
instances it was not worth while for the borrower to repay the 
loan even if he could, since the security he was saving might not 
be worth as much as the amount of the loan. Such defaults 
were made possible by an enactment of the Legislature that 
based deficiency judgments on a “reasonable and fair value” of 
the property; that is, a court was to decide whether the fore- 
closed property was sufficiently valuable to satisfy the debt, re- 
gardless of its current market price. Consequently, the banks 
frequently did not attempt to obtain deficiency judgments, ex- 
pecting adverse court decisions, but took the properties for what 
they were worth. 
Because of the very low real estate values, foreclosures be- 
came a last resort for the banks, to be used only when they could 
not collect their loans in any other way. Although there was 


[85] 
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supposed to have been an original safety margin of at least 40 
per cent between the amount of the loan and the appraisal of 
the property, it largely disappeared after a few years of de- 
pression. Even when a bank was able to resell a piece of prop- 
erty for the amount lent on it, there was still a loss to the bank 
because of the costs of foreclosure and delinquencies. These 
costs, for a large bank foreclosing on a wide assortment of prop- 
erties, could amount to 15 or 20 per cent of the amount of the 
loans.1 These foreclosure costs were relatively invariable, being 
composed largely of legal expenses, and were therefore less in 
relation to large mortgages than for small ones. The legal ex- 
penses rose with higher property values, but not proportionately. 
During the period the bank held the property, it lost the in- 
terest it otherwise would have received on the loan; in addition, 
it now became liable for the taxes and maintenance charges. In 
many cases the properties were in need of extensive improve- 
ment, since the original owner, foreseeing the loss of the 
property, neglected to maintain it in good condition. 

Therefore the banks to an increasing degree found it nec- 
essary to hold their “other real estate.”* The chances of im- 
mediate sale of foreclosed real estate during the depression 
were very slight. Not only was it necessary in a great many in- 
stances to repair and modernize the property before it was sale- 
able, but the generally depressed real estate market made it 
impossible to sell many pieces of property without forcing prices 
still lower. According to the banking law, a bank could hold real 
estate which it owned as the result of extinguishing a debt, for a 
period of five years only, unless the Superintendent of Banks 


* These figures were quoted to the writer by bank officials. Further indica- 
tion of the costs of foreclosure is given in the following figures representing 
H.O.L.C. experience in foreclosing on properties in four counties of the 
metropolitan area. They include costs of advertising, referee, auctioneer, at- 
torney, and miscellaneous expenses. They do not include costs on large proper- 
ties, such as some securing savings bank loans. Total costs, including delin- 
quencies, would be greater. (From Horace Russell, “Foreclosure Costs in New 
York,” Journal of Land and Public Utility Economics, Aug., 1937, p. 221.) 


County 
Bronx Kings New York Queens 
Average (Costs: sn us0s secre $ 430 $ 376 $ 396 Signe 
Average Time (Months) ..... 4.9 Oe 5-4 5.8 
Averagecloanic) (objet ane 8,070 6,738 9,907 6,735 


* “Other real estate” means real estate other than banking house. 
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granted an extension of time. By 1935 many extensions of time 
had become necessary to prevent unloading of these properties 
at depressed prices. 

The amount of foreclosed property held by the banks in 
1929 was one tenth of one per cent of the total assets. It 
doubled in 1930 and again in 1931. By the end of 1935 it had 
reached 5.5 per cent of the assets. This figure by no means rep- 
resents the extent of the trouble with mortgages, since it does 
not include the far larger proportion of mortgages on which the 
interest was reduced, or on which there were delinquencies, as 
described in the preceding chapter. The amount of property 
foreclosed (valued at the amount of the loan) is summarized in 
Table X XVI, along with the percentage this bears to the total 
amount lent on mortgage. This latter percentage is naturally 
about twice that for the proportion of total assets in the form of 
other real estate, as mortgages were roughly half of all assets. 


TABLE XXVI. OTHER REAL EsTATE AND ITs PERCENTAGE TO TOTAL 
MORTGAGE PRINCIPAL, 1930-1938 


Year Other Real |Percentage to Year Other Real |Percentage to 
January 1 Estate Mortgages || January 1 Estate Mortgages 
ICE eae $ 8,629,000 0.26 LOSS Seer $233,279 ,000 TAD 
IC) eee 15,131,000 0.45 1OS6 aes 327,183,000} 10.56 
IER PRR eee 26,421,000 0.74 ORE eee as 381,104,000} 12.75 
ICES HR 75,547,000 2.14 19S8he eee 374,502,000} 12.56 
CRE Aes 136,850,000 Bay) 


Calculated from Superintendent of Banks, Annual Reports. Put in round numbers by the writer. 
Figure for 1938 is estimated market value. 


Until nearly the end of the period now under review (Jan- 
uary I, 1938) the amount of foreclosures exceeded the amount 
received through the sale of foreclosed property, so that an ever 
increasing load of real estate burdened the banks. Not until 
1936 could many of the banks look forward with any certainty 
to an early reduction of their other real estate by selling more 
than they took in. After six or seven years of depression most 
of the “weak” mortgages began to be cleared out, while at the 
same time the bottom of the real estate market seemed to be 
reached, so that properties could be fed to the market without 
weighing it down. Something of the nature and extent of the 
losses incurred by the banks as a result of foreclosures is dis- 
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Source: Superintendent of Banks, Annual Reports. 


cussed in the following pages. These losses include those caused 
by loss of interest, foreclosure costs, repairs, modernization, taxes 
and other losses of operation, and selling costs. 

The rising volume of foreclosed real estate seems to have 
reached its peak in 1937. Reference to Table XXVI or Chart 
VI reveals that the amount of other real estate was slightly less 
on January 1, 1938, than a year before. Real estate represented 
virtually the same percentage of total assets and total mortgages 
as on the previous date.® 

Various figures are presented in the following set of tables 
to illustrate the experience with foreclosed real estate of the 
same sample group of banks that was used in the preceding 
chapter. The first table deals with the amount of real estate 
owned, and the percentage that it bore to the total mortgage 
account. The totals as such are not particularly pertinent, unless 
it be remembered that they apply to a sample of banks repre- 

*It is doubtful that there was actually a reduction in the amount of fore- 
closed real estate because the reported figure in 1938 is the estimated market 
value of property rather than the mortgages at foreclosure. It is correct to 
say, however, that the volume of real estate owned remained virtually sta- 
tionary between January 1, 1937, and the beginning of 1938. 


“The figures were obtained from the semiannual reports of the banks to 
the Banking Department. 
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senting about one third of the deposits and resources of all the 
banks. They do indicate, however, that the sample is quite rep- 
resentative, for throughout the period the total of real estate 
held by the sample was roughly one third of that for all the 
banks. The amounts of the loans on foreclosed real estate were 
not reported prior to 1934. However, for the two previous 
years, the book value of the property would be approximately 
the same, although before that time the banks usually valued 
the real estate at cost. The figures in this table show quite 
clearly how the costs of acquiring the properties increased the 
cost to the bank. These cost figures are the totals of the mortgages 
involved plus foreclosure costs, taxes, accrued interest, and re- 
pairs, and it is quite obvious that the costs of acquisition and 
ownership were an important part of the total. The mortgage is 
considered a “cost” because the bank gives up the mortgage asset 
for the real estate asset. 


The rise in the amount of other real estate owned was very 
rapid, although the rate of increase slowed down toward the 
end of the period. During 1933 and 1934 real estate holdings 
nearly doubled each year, but the increase in 1936 was much 
slower. The percentages of the total mortgage account reflect 
this increase clearly. After the first year of depression the per- 
centage of mortgages that had been foreclosed was still quite 
negligible, and it was not until 1933 that it became one per cent; 


TaBLE XXVII. REAL EsTaTE OWNED, SAMPLE GROUP, 
JANUARY 1, 1929-JANUARY 1, 1938 





Per Cent of 
Year Mortgage Cost Book Value | Book to Total 

Mortgages 
Layer te aie sar Bua. eae erste $ 488,729 |$ 488,729 0.06 
TO ECO aR ietieery tit cites Ie eI PORE ERR IEA 909 , 466 889 466 0.10 
TORT NG Ee MANA Ai len ROR a 5,822,431 5,828,445 0.64 
io cen UN ARE Dea an 6,942,080 | 6,921°477 0.69 
Tee mR ONE 24,868,235 | 23,098,397 2.29 
NOSE ay ae lolaluays 40,319,395*) 52,961,517 | 40,019,405 4.08 
Rast oe 70,008,146*| 84,639,603 | 74°861.965 8.01 
ICRA OETA static 102,164,041} 131,205,435 | 108,959,304 12.42 
AOS thee alates 125,534,978) 141,120,027 | 117,956,627 13.84 
daa it Lo 133,071, 862+ § 113} 693,175 13.48 





*Mortgage at original amount. 
+Mortgage at foreclosure. 
Not reported. i 
jource: Semiannual Reports to Banking Department. 
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TaBLE XXVIII. REAL EsTaTE INCOME AND EXPENSE, SAMPLE GROUP, 
1928-1937, JULY-JANUARY PERIODS 


Period Ending Per Cent, Loss 

January 1 Income Expense Loss to Book Value 
Op hal SRE eS ae $ 10,890 | $ 28,413 1% 75523 3258 
Jonge! em 237077 66,811 43,734 4.91 
LOSE oper wiccroetele 162,864 363,918 201,054 3.44 
Cpe a a 177,210 473,089 295,879 4.27 
Oe eae 3 Saba 506,765 1,153,898 647,133 2.80 
AY See arNy, 1,228,081 | 1,800,441 572,360 1.43 
TL a 223977576 | 3.2537844 356,268 0.47 
Cay eta 32719,734 | 42996,895 | 1,277,161 1.17 
1 Sa a na 4°346,278 | 522287552 382,274 0.32 


*Figures for previous twelve months; six months thereafter. 
Source: Semiannual Reports to Banking Department. 


if more frequent reporting dates were used it would evidently 
be found that this point was reached in 1932. From then on a 
larger and larger part of the properties was taken over, either 
through foreclosure proceedings or by having them deeded to 
the banks, until nearly 14 per cent were in the hands of the 
banks by 1937. There is a tendency for the percentage to rise 
by the mere fact that foreclosures in one year reduce the amount 
of mortgages outstanding the next; so it will be found that after 
foreclosures became large, and new lending dwindled, the per- 
centage increased more rapidly than did foreclosures. By 1937 
and 1938, approximately one eighth of the security underlying 
mortgages had been taken by the banks. 

The reason why this fraction was not larger is revealed in 
Table XXVIII, showing real estate income and expense. It 
was natural for the banks to refrain from foreclosing as long as 


TaBLE XXIX. REAL EsTATE SOLD, SAMPLE GROUP, 1931-1937, BY 
JULY-JANUARY PERIODS 





Period Per Cent 
Ending Number Cost Book Average Sold to 
January 1 Value Cost Owned 
MGS 2 ieee kris ies 69 $3,130,489 |$3,124,839 | $ 45,287 48.9 
OG ahen 52 | 3,527,344 | 3,513,799 | 67,575 21.9 
ee Moe Cec ee 78 8,344,581 | 8,268,099 106,001 19.9 
Pepe, ck 82 | 6,252,229 | 5°957°667 | 72.654 10.3 
CP 115. | 4,373°931.|'3, 724,672 | “32,388 4.1 
1937. 306 7,012,854 | 6,079,403 19,805 S23 





Source: Semiannual Reports to Banking Department. 
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TABLE XXX. PRICE AND PROFIT ON REAL EsTATE SOLD, SAMPLE GROUP, 
1931-1937, JULY-JANUARY PERIODS 


Period Per Cent 
Ending Price Profit Cash Security Cash to 
January 1 Price 
BOB Dee hie ayers $3,478,972 |$ 348,483 |$ 448,272 |$3,030,700 12.88 
HBG lh bso 3,942,140 | 4143796 | 5452020 | 3,397,120 | 13.82 
MSA eS ai ves 9,643,251 | 1,298,670 | 532,875 | 9,110,376 5.52 
MOSSE esc wks & 4 | 7,676,699 | 1,424,470 | 316,676 | 7,360,323 4.12 
OSG eels css « 4,682,230 308,299 | 312,990 | 4,369,240 6.68 
HOS a. ous so, 7,172,328 | 154,476 | 906,104 | 6,266,224 | 12.63 


Source: Semiannual Reports to Banking Department. 


possible, when the properties that they were about to take would 
represent a drain on their income from other sources. At all 
times the expense of maintaining and operating the other real 
estate were greater than the rents obtained from it. This is 
to be expected, because if the properties were income producing 
the mortgages probably would not have fallen in arrears. The 
prospect of becoming large-scale landlords was a new one to the 
banks, and found them unprepared to assume the role. It had 
never been necessary before to have large real estate depart- 
ments, and many banks at first turned their properties over to 
real estate management companies. As the volume of real estate 
grew, it became practicable for the banks themselves to manage 
the properties. That the banks did this well is shown by the 
percentage of loss to the value of the real estate. In 1931 this 
was over 4 per cent for the second six-months period, but the 


TaBLE XXXI. PuRcHASE MONEY MorTGAGES IN ARREARS, 
SAMPLE GROUP, 1934-1937 








January 1 1934 1935 1936 1937 
INum ber 2ys ey.) -:a:0)0s 88 111 136 114 
In Arrears of: 

axesseryi sae: $ 487,193 |$ 1,714,020 |$ 6,715,822 |$ 3,269,491 

Interest......... 7,541,958 2,081,285 2,596,311 1,943,832 

Taxes & Interest. 3,775,859 6,440,003 5,034,904 4,796,952 
Total in Arrears....) 11,805,010 | 10,235,308 | 11,347,037 | 10,010,275 
All Loans:* 

INumbers...2..-> 398 562 792 1,404 

AmounGssvae see. 31,076,392 | 45,797,038 | 54,535,518 | 67,067,966 

*Estimated. 


Source: Semiannual Reports to Banking Department. 
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percentage loss steadily declined, with the exception of one re- 
porting date, for the rest of the period. In other words, income 
rose more rapidly than expense. This was caused partly by 
improving real estate conditions which meant higher rents, but 
was also helped by the increasing efficiency of the banks in 
handling their real estate. The relatively greater increase in 
expenses during 1935 was apparently accounted for by increased 
modernization and repair programs adopted by part of the 
sample group. It is to be noted that the loss for the last six- 
months period was less than in any period but one since 1932, 
although the amount of property was several times as great. 
However, this loss taken on the operation of real estate was in 
addition to the loss of interest during the time the capital was 
tied up, which makes the real loss considerably greater. 

Data reported by the banks for 1937 show more clearly how 
the expenses of owning foreclosed real estate consume the ren- 
tals received. During that year the banks in the sample were 
able to cover the operating expenses of the properties with the 
income from them, but the nonoperating expenses created a 
deficit. Gross rents of $10,395,000 allowed an operating profit 
of $412,000, but nonoperating expenses totaled $2,859,000. 

The table summarizing the real estate sold shows several 
things. Perhaps the most obvious is that the banks disposed of 
a decreasing proportion of their other real estate up until Jan- 
uary, 1937. This percentage, shown in the last column, is in 
part an estimate, inasmuch as the amount of real estate owned 
at the beginning of the period is estimated. The amount held 
on each July 1 is assumed to be the average of the figures on 
the preceding and following January 1’s. Because of the upward 
tendency during this period, this method may overestimate the 
July figures, but not enough to destroy the general validity of 
the percentages. These show that during the latter half of 1931 
the banks sold nearly half of their real estate, while in 1935 
they could sell only 4.1 per cent during a similar six-months 
period. This percentage was continually being pulled down by 
the rapidly rising holdings of real estate, for even in 1933 and 
1934, when sales were heavy, the proportion to real estate held 
continued to decline. The reversing of this trend during the last 
six months of 1936 showed the improved real estate situation 
and the prospect of eventually disposing of a large part of the 
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real estate. The improvement continued in 1937, when 17.5 
per cent of the real estate owned was sold. The book value of 
the properties sold was nearly $20,000,000, made up of 806 
properties. 

Another tendency apparent from this table is that the aver- 
age size of the property increased to 1934 and then decreased 
to 1938. At the depth of the depression, as would be expected, 
there was a higher proportion of business and apartment prop- 
erties, while during the recovery period these types declined in 
proportion to smaller properties. The average cost of the real 
estate sold in 1933 was $106,001, while by the end of 1936 it 
was only $19,805 and in 1937, $24,387. 

These sales could, of course, have been much larger had the 
banks been willing to sacrifice the properties at lower prices. 
The next table, showing the price received for real estate and 
the profits, indicates that the banks were in general willing to 
sell only those properties that would bring prices near the mort- 
gages involved, and chose to hold the others until real estate 
prices improved. In this table the profit has been calculated 
from cost, rather than from book value. It shows that in each 
year there was, on balance, a profit from the sale of real estate. 
By comparing it with the preceding table, one can see that the 
profits were largest in 1933 and 1934, when sales were heavy. 
Although sales were large in 1936, profits were small. This 
was the result of a program of disposing of many relatively 
small properties, principally homes, when some of the banks 
felt that it was time to “get out of the real estate business.” On 
some of these sales losses were taken, and profits arose from 
others, so that on balance there was a profit of only $154,476. 
During 1937 there was a decided improvement in sales of 
real estate by this group of banks. Prices received amounted to 
over $22,000,000 and left profits over book values of $2,860,000. 

Even after they were sold, however, these properties re- 
mained a problem for the banks, for in most cases they were sold 
with purchase money mortgages. In the table below are shown 
the number of properties sold and those that were sold with 
purchase money mortgages, that is, the number of times in 
which the buyer made a down payment and gave a mortgage to 
the bank for the rest of the price. 
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TABLE XXXII. REAL EsTATE SALES AND PURCHASE MONEY MORTGAGES, 
SAMPLE GROUP, 1931-1938 


Six Months Ending Purchase Money 
January 1 Number Sold Mortgages 
MOS 2 acter eee sinie aye Bre wie clever 69 69 
ORG ees ciavetatie wields Siete, dees 52 50 
OD Aare eee cise thee 5 ooasaeteciee 78 74 
MOSS AM Mra e caideionine ac ete e ae 82 66 
DOS Bo i iiiotsl ane lst aha teehee 115 94 
NE I/S hon SEC cco a te oibte 306 288 
MOOS eietslos desea seh eee 806 707 
*Whole year. 


Source: Semiannual Reports to Superintendent of Banks. 


The amount of cash that the banks were able to get and the 
amount they lent to prospective buyers is also shown in Table 
XXX. The percentage of cash in relation to security rose slightly 
during the six-months period in 1932, but during the main 
part of the depression ranged much lower, being only 4.12 per 
cent during 1934. By 1936 it had climbed back to the level of 
1931, where it remained during 1937. The conclusion to be 
drawn from this situation is that it is impossible to tell how well 
the banks have done with their real estate until there is another 
depression. While the sales that have been made’show a net 
profit, these prices include mortgages that may, like those during 
the recent depression, become weak assets. However, these 
properties were sold when real estate prices were low; they 
were sold at prices approximately 60 per cent of the original 
values, because the new prices approximated the old mortgages, 
and therefore it may be that the new mortgages are on a sounder 
basis than their predecessors. On the other hand, this conten- 
tion is weakened by the depreciation and obsolescence that some 
of the properties have suffered since they were first constructed. 
In the meantime, as was pointed out in the last chapter, these 
purchase money mortgages have comprised the largest part of 
the mortgage loans made by the savings banks during the 
depression. 

While it is too early to predict what will be the future of 
these mortgages, the figures in Table XXXI are of some in- 
terest. They show the purchase money mortgages made since 
January 1, 1932, and those in arrears during the four years 
1934-37. Although the number of mortgages in arrears in- 
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creased somewhat during the first three years, they did so much 
more slowly than the total of mortgages made, and the volume 
of mortgages having arrears remained fairly stable. In view of 
the increasing amounts lent, this was a relative improvement, 
which was to be expected during a recovery period. There is an 
interesting shift in type of arrears throughout the period; those 
in arrears of interest were in the majority in 1934, while those 
in arrears of both taxes and interest ruled in 1935 and tax 
arrears were more important in 1936. By 1937 those with in- 
terest in arrears had been cut to a small figure. Part of this may 
be explained by more vigorous collection policies on the part of 
the banks and a general improvement in the mortgage account. 

To summarize the conclusions from the foregoing statistics, 
it may be said, first, that the banks soon came to view fore- 
closures as unwelcome measures frequently necessary to im- 
prove a loan situation. As the depression deepened it became 
more and more difficult to dispose of foreclosed real estate, and 
the banks were forced to hold the properties for long periods 
of time. By 1937 the foreclosed real estate of the sample group 
of banks was nearly 14 per cent of their total mortgage loans. 
These properties entailed first, heavy foreclosure costs and, 
second, losses on the management of the real estate. Toward the 
end of this period, however, the banks were reducing the operat- 
ing losses to a negligible fraction of the value of the properties. 
Throughout the depression the banks refused, in general, to sell 
properties below their cost to the banks, but as recovery pro- 
ceeded, they accepted prices nearer the mortgages involved in 
order to stimulate sales. A large part of the purchase price of 
these properties was represented by new mortgages, which, in 
fact, comprised most of the lending activity of the banks in these 
years. : 

Further light is thrown on the real estate situation by a 
consideration of foreclosures by type of property. In this respect, 
the experience of one large metropolitan bank is of interest.5 
This bank has found that its loans, made almost entirely in the 
metropolitan district, shaded from worst to best through the fol- 
lowing classification: 

1. Two-family houses; 
2. “Coldwater tenements” ; 
* Individual banks are kept anonymous as far as possible. 
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One-family houses in well-to-do suburbs; 
“Taxpayers” ; 

Modern apartments. 


ES 


This was not a universal experience, but the various reasons 
for it illustrate the problems facing the banks. The two-family 
houses frequently went in default because of the characteristics 
of the owners. Many owners purchased this type of home in order 
to take in, in rent from the other occupant, enough or nearly 
enough to pay off the mortgage. Not being essentially business- 
men or real estate agents, they did not know how to refill their 
houses when they lost tenants, and eventually gave up the 
whole house rather than carry it alone. Here the type of popula- 
tion seemed to be particularly strong, some nationalities being 
rather adept at keeping their houses filled, others seeming to 
be unable to do so. 


The “coldwater” tenements are those built under the old 
housing laws, that is, prior to 1901. The term is not always to 
be taken literally, as frequently hot water is provided, though 
not often heat. These apartments are now obsolete and very 
unattractive. In previous years they could be filled with immi- 
grants, a source of supply of tenants now shut off. When their 
income-producing qualities dried up, the owners frequently 
found it to their advantage to let the property pass into the 
hands of the mortgagee. This was especially true after new 
housing regulations were passed in 1935, making fire-resisting 
and other improvements obligatory. These expenses now fall 
to the banks, as do other modernization expenses for sanitation 
and general improvement, if the banks hope to sell them at all. 


The one-family house, of the type mentioned, has proven 
weak security because of the type of income previously enjoyed 
by the owners. In many cases the owners were riding the crest 
of the prosperity of the 1920’s and living on stock-market profits. 
When these vanished they no longer could pay the regular in- 
terest charges, let alone pay off the principal. These homes 
were foreclosed frequently in spite of the Home Owners’ 
Loan Corporation assistance, which, however, was directed to- 
ward a somewhat cheaper type of building. The average home 
mortgage in Westchester County, a district comprised mainly of 
residential suburban localities, was approximately $17,000, so 
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that their appraisals at the time the loans were made were 
around $28,000. These homes could be sold only infrequently 
and with difficulty in 1934-35 for the amount of the mortgage, 
not to mention the costs of foreclosure, improvements and main- 
tenance, and taxes. 

Taxpayers, by their nature, might be expected to prove weak 
security. As the name implies, a taxpayer is a building con- 
structed for the purpose of earning enough to pay taxes on the 
site on which it stands. Taxpayers are constructed when another 
permanent building is planned for the future, when the owner 
is speculating in land values, or under similar circumstances. 
They are not durable, permanent structures, and are not the 
best-suited type of building for the location in the long run. 
However, the fact that they are usually owned by people with 
adequate resources who are able to protect the valuable land 
explains the relatively good record of this type of property. 

The modern apartment on Manhattan Island proved best 
because there remained a demand sufficient to maintain enough 
income to keep the mortgage in good condition. Sometimes in- 
terest reductions, or advice and assistance to the management 
were necessary, but foreclosures were rare, and when they did 
occur, the properties could be sold without loss to the mortgagee. 
_ This experience pertained to only one bank, although it was a 

large one, and was not identical with that of many others. In 
other places more apartments came into the hands of the banks 
or one-family houses maintained the best record. Such local 
factors as employment, both of owners of homes and rent payers 
in apartments, were of fundamental importance. 

A broader and more detailed picture of the difficulties with 
various types of real estate is revealed in the following sets of 
graphs pertaining to savings bank foreclosures in the Borough 
of Queens, New York City.® The warning should be made at 
the start that these graphs do not indicate which type of property 
was the “worst” since they do not reveal what percentages of 
the mortgages of each type were foreclosed. For instance, fore- 
closures on one-family modern frame houses were more than 
double those for one-family old frame houses, but there may 
have been considerably more than twice as many mortgages 
made on the first type of house. The figures do show the rel- 


°Group Five Mortgage Information Bureau. 
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ative importance of the different types of real estate with which 
the banks had to deal, and the success they had in reselling them. 

Since the sales of all types were considerably less than the 
foreclosures for each year up to 1936 (with one small excep- 
tion), the manner in which other real estate accumulated is 
well illustrated. In almost every type of property the amount 
foreclosed increased each year. This is particularly apparent 
where the amounts involved are large enough to constitute a 
fair sample of the data. By the end of 1935 nearly $2,000,000 
worth of one-family homes had been foreclosed in the Borough 
of Queens by the savings banks, while about a half million was 
held in two-family structures.‘ The sales made represent only 
a small part of the properties in most years, as is shown by 
Chart VII. If the banks found it possible to resell properties 
without loss, they were more willing to foreclose, while on the 
other hand, if they were forced to foreclose, they might be more 
willing to sell at a loss rather than let the real estate accumulate 
still more. 

It may be readily seen that in Queens the three- and four- 
family houses and the five- to sixteen-family apartments did not 
represent a large part of the total. They did not represent 
enough pieces of property to throw very definite light on the 
prospects of sale. In Queens the main real estate problem was 
one-family houses. Figure II shows the percentages of each type 
of property to the total foreclosures for the year. One-family 
dwellings constituted 30 per cent of the total in 1934 and 43 
per cent in 1933. Modern houses (less than twelve years old) 
made up most of this type, ranging from 17 to 21 per cent of 
total foreclosures. Old frame dwellings made up from 6 to 11 
per cent of the total. Combination store-apartments were also 
an important group, ranging from 20 to 31 per cent of the 
annual foreclosures. 

Apartment houses, although few in number, would naturally 
be relatively more important in amount. These buildings suf- 
fered no foreclosures in 1933, but they constituted 19 per cent 
of the total in 1934. Over a million dollars were invested in 
this type of property in 1935. 

™The values assigned to the properties are the amounts of the mortgages at 
foreclosure. It will be noted that the experience of the banks in this section 


differs from that of the bank discussed above, with respect to one- and two- 
family houses. 
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Source: Group Five Mortgage Information Bureau. 





The next two sets of graphs illustrate the success attained in 
selling these properties. They show the percentage of the sales 
of each type to the foreclosures by years. A steadily decreasing 
proportion of the one-family houses were sold each year. Sales 
were more than twice as great in 1935 than 1934, but the in- 
crease in foreclosures was still greater. Asa result, only 12 per 
cent of the properties foreclosed in 1935 were sold, while in 
1930-32, 57 per cent of much smaller foreclosures were sold. 
Considering the amounts involved, modern dwellings had some- 
what better sales records than the other types. The policy of 
holding modern dwellings off the market pending better prices 
accounted for much of the drop in the percentage of modern 
frame dwellings sold, which was 71 per cent in 1930-32 and 
only 8 per cent in 1935. Although the graph of one-family old 
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Figure Il 
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brick houses indicates a relatively good record, only a small 
amount of foreclosures was made. 


The two-family dwellings were relatively difficult to sell, 
but at least maintained a fairly steady record during this period. 
The larger proportion of sales at the end of the period for this 
type of dwelling as compared to one-family dwellings was 
largely caused by the much smaller amount of foreclosures—1o 
per cent of the total as compared to 39 per cent of one-family 
houses. 
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Figure III-a ; 
PERCENT OF SALES TO FORECLOSURES, By TYPE AND YEAR 


Borough of Queens 
1930-32, 1933, 1934, 1935 
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Figure Iil-b 
PERCENT OF SALES TO FORECLOSURES, BY TYPE AND YEAR 
Borough of Queens 
1930-32, 1933, 1934, 1935 
Business Vacant Three-and Five-to Over Store- 
100 Property Land Four-Family Sixteen-Family  Sixteen-Family Apartments 
90 
80 z 
70 3 
g 
60 Z 
50 3 
‘i : 
2 
30 oy 
20 
10 
ry noyn now 
See2 g882 S852 g222 s882 g882 


Source: Group Five Mortgage Information Bureau. 


Three- and four-family dwellings did not constitute an im- 
portant part of the foreclosures, being only 2 per cent of the 
total in 1935, but they were sold with about average difficulty. 
The five- to sixteen-family apartments had a spotty but rel- 
atively good record. This type, also, was of lesser importance, 
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and, except in 1933, it was possible to dispose of most of these 
properties. 

Larger apartment houses, considering the amounts involved, 
had one of the best records. These properties were sold at prices 
exceeding the mortgages involved by an average of about $2,000. 
All of the small amount acquired during 1930-32 was sold in 
the same period, and there were no foreclosures in 1933. In 
1934. foreclosures approximated $600,000, with 50 per cent 
being sold. With a slight rise in foreclosures in 1935, the pro- 
portion sold fell to 22 per cent. 

The sales records of business and specialty property and 
vacant land reached the lowest levels. Business property con- 
stituted 10 per cent of the total foreclosures in 1935, the first 
year in which there were any sales. The sales were 30 per cent 
of the foreclosures for the year. The loans on vacant land 
disprove the opinion that these loans are safe owing to rising 
land values. Out of all the foreclosures, which were 7 per cent 
of the total in 1933 and 4 per cent in 1935, no sales were made 
until 1935, and then they were only 20 per cent of the total fore- 
closures for that year. This land is completely non-income- 
producing, but is taxable, and therefore represents a continuing 
drain on the bank that holds it. 

The experience of the savings banks with foreclosures in the 
Borough of Queens illustrates how the foreclosures increased 
throughout the depression more rapidly than the banks could 
dispose of the properties. Nearly every type of property an- 
nually showed increased foreclosures up to 1936, while sales 
were only 12 per cent of foreclosures in 1935. One-family 
houses constituted most of the foreclosed properties, reaching 
43 per cent of the total in 1933. Not only were there fewer 
foreclosures on three- and four-family dwellings and five- to 
sixteen-family apartments, but the latter properties were rel- 
atively easier to sell. 

It is apparent from the trend of foreclosures and sales shown 
in Chart VII, however, that the situation was much improved 
in 1936 and 1937. During 1936 foreclosures leveled off, while 
sales increased very much, and during 1937 sales were more 
than twice as great as foreclosures. This, of course, was the 
first time since the onset of the depression that sales had ex- 
ceeded foreclosures. 
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Figures on foreclosures and sales in Brooklyn yield some 
similar and some different conclusions from the experience in 
Queens, but for the sake of brevity they have been consolidated 
for the whole period in Figures IV and V, which follow. During 
the period January 1, 1930, to August 1, 1935, $45,000,000 
worth of property was foreclosed, and less than $10,000,000, or 
22 per cent, was sold. More of these sales were made in 1934 
than in any previous year, but only seven months of 1935 were 
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included. As totals, the different types of property showed a 
clear difference in degree of trouble. The amounts foreclosed 
ranged from about one million dollars for vacant land to nearly 
eleven million for over-sixteen-family apartments. In this sec- 
tion apartment houses provided the main difficulty, instead of 
one-family houses. Since Brooklyn was more fully built up, there 
was also less prospect of competition from new structures. The 
record of sales extenuated the severity in the case of some types 
of property, particularly for large apartments, where 34 per cent 
were sold, and one-family houses, where 33 per cent were sold. 
The records of sales of two-family houses and the smaller apart- 
ment houses were also fairly good, showing 25 and 23 per cent 
respectively. Thus it was not necessary to carry these properties 
to the same extent as the others. 

The years 1936 and 1937 showed decided improvements in 
the real estate situation in this borough as well. Sales of prop- 
erties in 1936 were over two thirds as great as foreclosures, and 
in 1937 sales were only slightly less than the foreclosures of 
$1 3,000,000. 

In Brooklyn the migration of population has had an impor- 
tant bearing on property values and foreclosures, and therefore 
on the ability to resell property. Sections in the north-central 
part of the borough were some years ago relatively desirable lo- 
cations for apartment dwellers, with quiet neighborhoods, mod- 
ern structures, and homogeneous populations. This situation has 
changed, however, with the influx of people from lower Man- 
hattan, so that in the course of years these localities have been 
turned over to a type of people who are not willing and able 
to meet the old rent levels. Their proximity has in turn driven 
the previous inhabitants to other sections. As this transition took 
place there was a diminution of the income earned on these 
properties, less and less maintenance, until eventually the mort- 
gages became delinquent and the properties were turned over 
to the mortgagees. Another reason for foreclosures on the larger 
buildings in this section has been the type of apartment. Many 
loans were made on so-called “four-story walk-ups” that have 
been deserted by tenants since the more desirable other apart- 
ments became available at reduced rentals. In this way the dis- 
integration of property values in one type and one locality 
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spreads to other types and other sections, until nearly all are 
affected. 

The policy of holding properties off the market until they 
could be sold at figures as great or greater than the mortgages 
involved is illustrated by the following figures for Queens 
properties: 


TABLE XXXIII. Morrcaces AND SALES OF FORECLOSED PROPERTIES, 
BOROUGH OF QUEENS, 1930-1935 


Year Number Mortgages Sales 
MOSOLS2 ereeic csi ders-< Sere 68 $ 482,690 $ 585,522 
NOS 8 oad Seredrers occ ioe 51 263,775 316,300 
1934 eine Ieee eeeeie 70 624,225 696,596 
NOS Sia Noe cte ee ere 122 932,910 1,000,305 
Motalcnnn saeeee 311 $2,303,600 $2,598,723 


Source: Group Five Mortgage Information Bureau. 


These sales were made from 1,503 properties representing 
eleven million dollars in mortgages. The profit apparent be- 
tween the mortgage involved and the selling price is illusory, 
as has been suggested before. The various expenses of fore- 
closure and ownership absorbed these differentials or more. In 
Queens, most of the properties were one-family dwellings, and 
on this type of property considerable expense is involved in 
alterations, repairs, and modernization, in addition to normal 
maintenance. Even then, however, it is a moot question whether 
the banks might not have done better to sacrifice the properties 
at lower prices, in view of the new building coming after the 
depression. There were many successful sales in 1936 and 1937, 
but this new building, largely concentrated in the field of hous- 
ing, has been a severe competitor to the older structures owned 
by the banks. Only 20 per cent of the foreclosed houses had 
been sold during this period, but with average margins between 
the mortgage and price of approximately $650 in 1934 and 
$440 in 1935, on average mortgages of about $4,500. Another 
important factor here was the obsolescence of property, since 
many of the homes were old enough to be out of date when 
compared to newly constructed homes.® 


* Closed commercial banks have been another source of many properties 
competing on the market with the foreclosed real estate of the savings banks, 
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The question of environment—the surrounding buildings and 
general local conditions—has had much to do with the successful 
transfer of these properties. In some districts in this borough 
houses were sold for several hundred dollars more than the 
mortgage, while in others it was impossible to realize the mort- 
gage from the property. Here, again, the type of property, the 
length of time it was held by the bank, and the size of the mort- 
gage, determined whether the differential was a profit or not. 
It was usually considered necessary to realize a differential of 
a thousand dollars to cover the costs, providing the property had 
not been held long at a loss or necessitated much if any expense 
for alterations and repairs. 


The gradual deterioration of foreclosed real estate as an 
asset is shown by the decreasing differential between mortgages 
and selling prices during the years of the depression. This may 
be shown by type of property or by year. With all the properties 
lumped together, the average sale in Brooklyn netted $1,600 
more than the mortgage in 1933, $1,400 more in 1934, and 
$680 more in 1935. Here most of the foreclosures were on 
apartments, as compared to the one-family houses in Queens, so 
that the differentials represented only a small part of the total 
mortgages, and could scarcely cover the losses sustained in 
operating large apartment houses. This differential may also be 
broken down by sections of the various boroughs. In six less 
“desirable” portions of the borough the sale price failed to cover 
the mortgage; in one they were the same, and in eighteen others 
the price exceeded the mortgage, though in greatly varying de- 
gree. These figures are for 1935 only. During the six years, 
the several districts vary from an average excess of price over 
mortgage of $9,750 to $60. The inclusion of many apartments 
in the first and small homes in the second also influenced these 
figures. 


During 1937 the Comptroller of the Currency held weekly auctions of these 
properties in Westchester County, at the same time that many banks and the 
Institutional Securities Corporation were attempting to make sales. The 
properties advertised were not reconditioned, some of them being admittedly 
“shabby,” and were sold at an average of about 50 per cent of assessed 
value. This policy was in conflict not only with that of the banks, but of the 
State Banking Department, which preferred to rehabilitate the properties and 
sell them piece-meal for better prices, not only for the benefit of depositors, 
but to protect going banks. See American Banker, Sept. 3, 1937, p. 1. 
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Here again are illustrated the myriad considerations that 
have to be taken into account in classifying mortgages as good, 
bad, or indifferent. Location, type, surroundings, competition, 
population, age, all enter into the problem, and there is to be con- 
sidered the personal characteristics of the borrower, frequently 
more difficult to determine, but equally as important. Taken as 
a whole, the foreclosed apartment houses in Brooklyn were 
sold consistently at prices above the mortgages, although less 
than the total costs of acquisition and operation. Two- to four- 
family dwellings, an important type in Brooklyn, were sold for 
prices sometimes slightly above, sometimes somewhat below, 
the mortgages involved. Vacant land was often sold at large 
percentage losses, although frequently the amounts involved 
were not large. In general, most types of property were more 
difficult to dispose of without loss in Brooklyn than in Queens. 

The foregoing descriptions of the mortgage difficulties in 
some locations suffice to indicate the severity and complexity of 
the problem presented by real estate loans during the depres- 
sion. The actual history of the property underlying a troubled 
mortgage would probably run through the following sequence, 
providing it were actually foreclosed: (1) interest and taxes in 
arrears; (2) interest rate reduction; (3) foreclosure; (4) held 
by the bank; (5) sold. Whether or not the second step would 
occur would depend upon the bank’s opinion of the ability of the 
owner to rescue the property if given assistance, and whether the 
bank might be forced to take a larger loss through immediate 
foreclosure. During the depression many more mortgages were 
“in trouble” than were foreclosed. 

Finally, other considerations affecting the status of the mort- 
gage that were not discussed above are the size of the loan and 
the year in which it was made. Classification by locality is really 
another kind of rough classification by type of building, because 
of the predominance of certain types of structures in certain lo- 
cations. For example, to say that more mortgages were in 
trouble in Westchester County than in Manhattan indicates that 
more residential properties were in difficulty than were business 
properties. 

Classification by year of loan is interesting because it illus- 
trates how building and banking conditions of previous years can 
influence conditions in later perods. For that reason it is inter- 
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esting to note that the loans made during the war years had a 
much better record than those made during other periods. The 
reason was to a large extent that the inflated building costs were 
so obvious that the banks were wary of lending. It was also true 
that there were not many loans to be made, and those few had 
to compete with the Liberty Loans; consequently, only the bet- 
ter mortgages were accepted. The loans made since 1932 have 
had good records, because of low building costs, caution in lend- 
ing, lower interest rates, and amortization features. The mort- 
gages made in the six-year period 1926-31 show the worst record 
because of the reasons indicated in the chapter covering that 
period: high costs, high interest rates, competitive bidding for 
loans, and insufficient attention paid to the mortgages. This 
period provided somewhat more disastrous mortgages than did 
those made between 1919 and 1925, in spite of the building 
boom and inflated values of the 1919-25 period. There was 
more caution and recognition of the dangers during the earlier 
period.® 

Within limits it may be said that the larger the mortgage, 
the greater the chance of difficulty. This relationship is probably 
not caused by the size of the loan per se, but by the type of 
property subject to the larger mortgages. This relationship 
seems to hold true, at least in the experience of most banks, for 
loans up to $250,000. Above that amount the loans have better 
records. Up to that point the percentage in trouble increases at 
almost every increase in the size of the loan. 


The foregoing survey of the record of foreclosures made by 
savings banks indicates primarily the multitude of problems that 
arise in making mortgage loans. Various correlations may be 
attempted between foreclosures and types of loans, but few are 


® The material for this chapter, exclusive of that pertaining to the sample 
group, and unless otherwise credited, was obtained in large part from inter- 
views with savings bank officials and officers of supplementary groups estab- 
lished by the banks to study the mortgage situation. Figures for foreclosures 
and sales in Brooklyn and Queens were obtained from these sources, partic- 
ularly the Group Five Mortgage Information Bureau, a bureau that collects 
mortgage and real estate data for savings banks. Figures to illustrate the last 
section of the chapter and to show exact amounts and percentages may not 
be used, but are in the hands of the writer. Edgar A. Lodge’s A Mortgage 
Analysis, 1906-1934, published by the Home Title Guaranty Company, was a 
pioneer study of these problems and helped the present writer in the organiza- 
tion of this chapter. 
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conclusive by reason of the existence of other factors in the prob- 
lem. It is impossible to say that a specific type of property 
makes the best security or that a certain size loan is best, because 
the foreclosures result from a combination of circumstances and 
events. The records of different types of loans, and the difficul- 
ties with different kinds of properties, are not the same for 
different localities. 

The problems described in the above pages were new ones 
for the savings banks. The depression of the 1930’s brought the 
first wholesale foreclosures in the experience of the savings 
banks, and thereby caused fundamental changes in savings bank 
policy. With respect to mortgage loans these changes included 
a greater degree of caution in lending, an attempt to make more 
scientific appraisals, provision of more adequate facilities to 
service mortgages, and the development of agencies to handle 
the large volume of foreclosed real estate. The net result of 
the unfavorable experience, accompanied by the lack of eligible 
mortgage loans in recent years, has been a decrease in mortgage 
lending with a corresponding increase in emphasis on bond in- 
vestment policy. The changes in the latter policy during the 
period of depression and recovery are discussed in the following 
chapter. 


CHAPTER VIII 
CHANGES IN BOND INVESTMENT POLICY 


*\ os CHANGING investment policies of the savings banks have 
been reviewed in a general way in the chapters dealing 
with the history and development of the banks. At the risk of 
some repetition, this chapter goes back before 1929 in order to 
examine in more detail the investment policies in previous 
periods. 

It will be remembered that around 1900 belief in the con- 
tinuation of low interest rates was rather prevalent, and, as a re- 
sult, most savings bankers bought as long maturities as possible 
at high prices, in an effort to protect their depositors. Practically 
no bonds maturing in less than fifteen or twenty years were 
purchased, and frequently the maturities were many decades in 
the future. Later experiences with these bonds may suggest a 
course to be followed at the present time, for they illustrate 
well the dangers of buying long-term bonds when interest rates 
are low. 


During the panic of 1907 many of these long-term bonds 
were sold at heavy losses. These unprofitable sales continued 
over the next few years, leading the bankers to shift a larger 
part of the assets into mortgages.? It also appears that the 
bankers attempted to make up in yield some of the losses they 
were taking, but in the long run they frequently did not suc- 


+ Some typical purchases (taken from bank records) made at this time were: 
in 1899, City of Boston 334’s of 1929 at 109; in 1901, Newark 334’s of 1931 
at 11014; in 1902, Rock Island 4’s of 1988 at 11334 and Lake Shore 34's 
at 10744. In 1897 this bank traded U. S. Treasury 5’s at 1145% for Boston 
34's of 1937 at 105%, and in 1902 sold U. S. Treasury 4’s of 1925 at 137 
and bought New York City 314’s of 1915 at 107%. 

? Two examples of these sales were City of Boston 334’s of 1928 at 96%, 
which had been bought in 1898 at 10634, and the Newark 314’s of 1931, 
which had been purchased in 1901 at 1104, were sold in 1909 for 95. One 
trade in 1907, which illustrates the movement back to shorter maturities, was 
the sale of Massachusetts 3’s of 1930 for 8534 and the purchase of New York 
City 314’s of 1917 at 92%. 


[111] 
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ceed. Many of the bonds that were bought primarily for yield 
depreciated and were sold at further losses in later years.® 

The large purchases of government bonds during the war 
were the basis of profitable sales after 1920, when a general shift 
from these securities to state and municipal bonds, and a great 
increase in mortgage loans took place. Some typical trades of 
the war period are tabulated below:* 

During the decade after the war the reverse of these trans- 
actions proved profitable to the banks. The Liberty Bonds were 
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sold, and state and municipal bonds were bought in their place. 
In this way the banks acquired slightly higher coupon rate bonds 
at similar market prices.® 


* For example, in 1909 one bank sold $335,000 par value Massachusetts 
3’s of 1930 for 90% which had cost 10334, and bought Chicago and North- 
western 3)4’s of 1935 at 90. The latter were sold at 84 in 1933. This bank 
also sold $150,000 New York Central 3!4’s of 1997 at 89, which were bought 
in 1899 at 1113, and purchased Buffalo, Rochester and Pittsburgh 414’s of 
1952 at 107, some of which were sold in 1921 at 90 and some in 1924 at 84. 
The B. R. & P. bonds became nonlegal during the depression. 


“Taken from bank records. 


Year Bought Sold 
1918 U. S. Liberty 4’s, 1942 at... 100 Syracuse 4’s, 1929 at.... 100 
1918 U.S. Liberty 434’s, 1938 at.. 96 Jacksonville 414’s at.... 95% 
1918 U.S. Liberty 414s, 1938 at..9834 Chic., Mil., & St. Paul 

5°S, 1929, at. cee 100 
1919 U.S. Liberty 434’s, 1938 at..9434 Los Angeles 414’s of 

LQZ1, aw we 100% 


* Some examples taken in 1924 were: the sale of Liberty 414’s at 100% 
and purchase of California 434’s of 1937 at 10134; the sale of Liberty 414’s 
at 1013@ and purchase of Minnesota 434’s of 1954 at 108%; the sale of 
Liberty 434’s at 1014@ and purchase of Detroit 414’s of 1943 at 10234; and 
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The increased deposits following the short panic in 1929 led 
to heavier bond purchases, frequently of public service enter- 
prises. Sometimes these and the railroad and municipal bonds 
were not well chosen, and caused considerable difficulty only a 
few years later. 

Since the depth of the 1930-33 depression, increased activ- 
ity has become one characteristic of the bond portfolios. Savings 
bankers are more willing to buy and sell, instead of planning to 
hold bonds to maturity, and to take advantage more promptly 
of market changes.°® 
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As a result of these changes in attitudes toward different 
types of bonds, significant changes in the totals of investments 
and shifts between types have occurred. The growth of the 
banks created a continued increase in the bond account from 
1910 to 1928, although the increase slowed down at times when 
mortgages were more in favor, or when deposits came into the 
banks at a slower rate (see Chart IX, above). The increase 
was interrupted by forced sales of bonds in 1929 but continued 


in 1925, the sale of the Liberty 434’s at 10334 in exchange for New Jersey 
44's of 1955 at 10234. 

*In recent years a process of arbitrage has been increasingly used, although 
not by many of the banks, By this process shifts are made between different 
issues of the same debtor to take advantage of temporary discrepancies in 
market prices. The shifts are frequently confined to issues of government 
bonds. There is no increase in risk because there is no change in security or 
credit standing. 
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to rise thereafter until the banking disasters of 1933, when the 
par values of bonds held declined by over $140,000,000. 


The holdings of government bonds have passed through 
four periods since 1910. Before the war they were negligible in 
amount, and decreased until 1916. From 1917 to 1923 there 
was a period of rapid increase, which was reversed during 1924 
to 1929. Then the collapse of 1929 turned attention to liquid- 
ity, and the increase which has taken place ever since got its 
original impetus. 

State bonds owned by the savings banks decreased during 
the war to make way for the Liberty Loans, but increased 
rapidly during the 1920’s. They were sold in 1929, and started 
a new decline in 1931 that became continuous. Slower tax col- 
lections, heavier debts, and more attractive federal government 
bonds caused the shift. The trend of municipal bonds is similar, 
except that there were occasional decreases during the 1920's, 
but similar reasons and municipal defaults led to decreases after 
1933. 

Railroad bonds were long the main part of savings banks’ 
holdings. Except for a slight decrease in 1912, they were in- 
creased in every year prior to 1931, even in 1929, when many 
others were being sold. The early years of the depression made 
railroad bonds relatively attractive because of fixed railroad rates 
and government supervision, but the severity of the depression 
and the inability of the railroads to decrease their costs in pro- 
portion to revenues soon made their bonds unattractive. Large 
numbers of the bonds became nonlegal for investment, and 
many others remained on the legal list only because the invest- 
ment law was suspended for them. Public utilities were similar 
to the railroads in that they had fixed rates and supervision. 
Investments in utilities increased rapidly from their introduc- 
tion in 1928 up to 1932, when a decline set in. The utilities 
were pinched between popular demands for lower rates and 
political moves for higher taxation, and later on, by govern- 
mental competition and political attacks. 

In recent years these changes as a consequence of the depres- 
sion period have made the complexion of the bond list con- 
siderably different from what it was in 1929. The shifts in the 
more important classes of bonds are tabulated below. 
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TaBLE XXXIV. Bonps as PER CENT OF TOTAL OWNED, 
1929, 1933, 1936, AND 1938 





January 1 
Security 

1929 1933 1936 1938 
WnitediStates.c5 . woe iae tains 20.6 18.7 41.4 54.4 
New \WorkiStates: = nins. 6 cluelente 12 0.8 2yil 
OchertStatest ialsrejacins cia atceeae 8.1 6.1 3.4 
New York Municipalities........ 10.7 11.8 tis 19:9" 
Municipalities, Adjoining States. . 0.8 i! 4.2 
Municipalities, Other States. .... 14.2 bbe! Pl 
Rairoad yay. eh a eka ences 40.1 40.1 28.4 21.0 
BublicnW tility) sev seem eater 25 9.2 5.5 4.1 
ATO thers si i.) seo Vee eae 1.8 0.9 0.6 0.6 


*All State and Municipal; not separately reported. 
Source: Superintendent of Banks, Annual Reports. 

Many of these shifts may be explained in part by price 
movements, and others by the changing power of corporations 
to earn profits or of governments to collect taxes. A discussion 
of the reactions of the bonds on the legal list to the impacts of 
the depression assumes, however, a knowledge of the legal list 
and the legal requirements. Then the legal list may be ex- 
amined from the point of view of its adequacy, considering the 
volume of investments made available by it. A brief summary 
of the investment law follows. 

In the first place, it is frequently difficult to determine 
whether or not a specific security is legal for investment. The 
Superintendent of Banks provides lists of securities legal for in- 
vestment but warns that his list should not be used as a guide 
for “executors, administrators or trustees generally.” It remains 
necessary for the trustees of the savings banks to examine care- 
fully the bonds that they propose to purchase. The list is pre- 
pared “after a thorough investigation into the legality of the 
securities listed, and is believed, therefore, to be substantially 
correct; but, notwithstanding the care that has been exercised in 
its preparation, it is not to be assumed that the list is a complete 
and infallible guide.”* Because of changing conditions a security 
placed on the list by the Banking Department may very shortly 
become nonlegal, while others not on the list may soon qualify. 
Therefore it is necessary, especially for municipal securities, that 

“From List of Securities Considered Legal Investments for Savings Banks, 
July 1, 1937, p. 3- 
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BANKS, ON DECEMBER 31, 1910, TO 1937 


($o00 omitted) 


USS: 
Year | Govern- States | Munici- Rail- Public | Federal | Misc. 
ment pal road Utility | Agencies 
1910...} $ 1,798 |$ 53,337 |$364,124 |$254,931 |$....... Bien eH $ 361 
1911 1,798 SSK) ||| OIGLOLS |) ASE aoe. Il Goodecke 361 
1912 1,742 SORTED) (W408. 809 le 2OO 7 G2e |e uenayew niet ate ts als 386 
1913 742 SOAS Oi 4667/49 WQS OOO) |eisten enden lia ever eires 171 
1914 GAD 1582349. 410,699) 282.905) | to We as 171 
1915 G42} AOU, 989. P409..471 | 294.374 1 co DE 160 
1916 55 Il GSES) APE AL I IIS OA) MMO al ee oe ak 355 
1917 AQWAGD | 652159 104195695 1.360.451 | 515 
1918 164,225 SUSIE CORO Sl Toul A Vall A Me gosa. tl cosa acts 475 
1919. SOON OM OCONINS 522386 uN SOR 9490 |) lane Salen |e eee 550 
1920.. 444 322 CSSA) CEA) OO Sw Wi Binge ne llonaod ce 495 
1921.. 492,707 CSESIO NE SOS S409 WATS OGY inane p seven 440 
1922.. 526,161 | 102,942 | 355,909 | 433,412 | ....... 50 823 
1923.. SO SUG LOSS S42) 0327 p10 4505535) Il cen ars 20 748 
1924...| 540,995 | 125,520 | 336,592 | 479°660| ....... 412 708 
1925...| 4982856 | 130,513 | 352,195 | 5043483 | ....... 473. | 1,232 
1926...| 451,104 | 134,800 | 387,885 | 541,950] ....... 246 | 3,342 
1927.. 357,114 | 142,611 | 410,027 | 602,027 | ....... 1,438 7,363 
1928...| 320,148 | 145,822 | 413,948 | 624,266 38,964 388 | 12,438 
1929...| 217,017 | 140,851 | 385,079 | 642,069 60,310 388 | 11,905 
1930...} 224,326 | 148,296 | 411,317 | 763,518 | 110,722 388 | 13,688 
1931...| 3297846 | 1473195 | 468,062 | 818,670 | 189,539 595 | 20,019 
1932...| 3723762 | 138,888 | 477,128 | 800,491 | 185,323 595 | 19,045 
1933...| 383,061 | 101,908 | 457,851 | 7412887 | 138,283 828 | 29,878 
1934...| 514,009 | 100,795 | 443,775 | 663,240 | 125,133 93,811 | 45,879 
1935...] 714,531 | 112,312 | 374,427 | 575,631 | 110,451 | 124,522 | 46,633 
1936...| 972,078 | 106,830 | 333,597 | 495,940 96,631 | 143,321 | 46,169 
Sela (bs US 3 Biles | yeast she spe 447, 586{| 472,586 | 92,209 |......... § 8,802 


*Direct and fully guaranteed. 
tIncludes state ephigations, 

§Some shifted to category of municipals. 
Source: Superintendent of Banks, Annual Reports. 


the banks have the opinion of a qualified attorney as to the 
legality of the investment. This, of course, is entirely apart 
from the desirability or wisdom of the purchase. 

According to the investment law, savings banks may in- 
vest in:8 


1. Obligations of the United States, or those for which the faith 
of the United States is pledged for the payment of interest and 
principal. 

® The Investment Law is contained in Article VI of the New York Banking 


Law. Article VI was repealed and re-enacted with certain significant changes 
in 19383 consequently, this summary is based on the 1938 Act. 
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TABLE XXXVI. PERCENTAGE OF RESOURCES IN PRINCIPAL ITEMS, NEW YORK 
STATE SAVINGS BANKS, 1923-1937 


a5 Munici-}| Rail- | Public | Mort- 
December 31 | Gov’t. | States pal road | Utility | gages | Cashf 


LCP Jee is ric 17.0 ee) 


9.4 11.0 bi 5239 3.6 
DOD a aay 14.6 3.4 9.0 MA tte 55.2 ee, 
125 Ree ee 12.6 3.0 8.9 11.0 Sas 57.8 3.4 
US2OW dears 5)¢ 10.6 Salk 8.9 lee uae 59:35 3.3 
1 PR Be 8.0 Sail 920 19) ae 61.1 Sin, 
Ps eae ere 6.6 3.0 8.5 La? 0.7 63.1 Dat 
OAS E 4.6 2.8 7.6 11.8 ee 65.4 2.8 
ROS Oe ao ete srs 4.4 2.8 Tel, 13.4 2k 61.8 4.1 
OST ael eet (e 6.0 2.4 etd 12.6 3.3 60.3 3.8 
OSD Nie Mb ie ie 6.5 oh 5 UES Sie, 59.8 4.5 
USER RS BL ae 6.7 1.7 ie} 12.4 2.4 58.6 3.9 
Ce Naar a 1.6 Ties 9.6 Pay? 55.3 4.7 
ICR IOAN Raa ae 12.6 2.0 6.6 8.0 2.0 52.1 5.0 
HOB GAR ey Asien 19.4 19) 6.0 7.3 ed, 48.7 4.8 
HOST Ne etait: 2052 aye 7.4* ial Le) 48.6 Sad 


*Includes state obligations. t‘Cash” includes bankers’ acceptances before 1932, 
Source: Superintendent of Banks, Annual Reports. 


2. Obligations of New York State, issued pursuant to authority of 
law. 

3. Obligations of any state upon which there has been no de- 
fault for more than ninety days, providing the state has not been 
in default on any issue for more than ninety days during the past 
ten years. 

4. Obligations of municipalities in New York State, including 
school, poor, and fire districts, provided the faith and credit of the 
municipalities are pledged for their payment. 

5. Obligations of municipalities in states adjoining New York 
that have populations of ten thousand and have not been in default 
for longer than 120 days on any debt in the preceding twenty-five 
years. 

6. Obligations of municipalities in other states, providing they 
have populations of thirty thousand and have not been in default for 
twenty-five years. 

A municipal security ceases to be legal for investment if the in- 
debtedness of the city plus the indebtedness of any other political 
subdivision totals 12 per cent of the real property assessed for tax- 
ation. Further provisions describe how to determine this total for 
overlapping districts. This provision does not apply to cities with 
taxable real property valued in excess of $200,000,000 and with 
populations in excess of 150,000, nor to some other districts. County 
debts may not exceed 5 per cent of assessed real property. 
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No obligation of any municipality outside of New York State, 
issued after 1938, is legal for investment unless the municipality has 
unlimited authority to tax real property for its payment. 

7. Bonds and mortgages on improved and unencumbered real 
property in New York State, up to 60 per cent of its appraised value, 
or 66.6 per cent if residential property. ‘These restrictions do not 
apply to loans insured by the Federal Housing Administration. Mort- 
gages and real estate, exclusive of F. H. A. insured loans and bank 
building, may not exceed 65 per cent of the total assets. 

8. Fixed interest-bearing railroad mortgage bonds secured by 
railroad property or terminal, depot or tunnel property, or equipment 
trust obligations. Among the regulations are those providing that 
the railroad must own and operate at least five hundred miles of 
track or have earned $10,000,000 in each of five of the last six 
years. Fixed charges are to have been earned one and one half 
times in each of five of the last six years, including the last year. 
Other types of bonds, such as income bonds, become legal under 
certain circumstances. Investment in railroad securities is limited 
to 25 per cent of the assets, and to 10 per cent in any one corpora- 
tion in New York State or 5 per cent elsewhere. 

Section 7-a is the railroad moratorium, which until 1938 waived 
the restrictions upon railroad obligations. In 1938 the moratorium 
was confined to those roads which failed to earn fixed charges one 
and a half times, but did earn them once. Any security purchased 
as a legal investment in 1938 is to remain legal. 

9. Promissory notes payable in ninety days, secured by obliga- 
tions legal for savings bank investment or by a savings bank pass- 
book, or promissory notes of a savings and loan association. 

10. Real estate consisting of banking house and lot, and that 
conveyed to the bank in satisfaction of debt or purchased under judg- 
ments or mortgages or in lieu of foreclosure. 

11. Bonds of the Savings and Loan Bank of the State of New 
York, and bonds of the Federal Land Banks, debentures of the 
Intermediate Credit Banks and Federal Farm Mortgage Corpora- 
tion bonds. 

12. Bankers’ acceptances and bills of exchange, eligible for pur- 
chase by federal reserve banks. 

13. Bonds of public utility enterprises, under numerous restric- 
tions. For the preceding five years, the annual earnings must have 
averaged twice the annual interest charges, as well as being twice 
the interest charges in the immediately preceding year. 

14. Bonds of telephone companies under similar restrictions. 

15. Bonds of a Federal Home Loan Bank. 

16. Bonds of the Home Owners’ Loan Corporation. 
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17. Bonds and mortgages on real property in New York State, 
insured by the Federal Housing Administrator, which are not sub- 
ject to the limit of 60 per cent of appraised value. 

18. Securities or other property “of any description” acquired in 
settlements or reorganizations. This provision was added in 1934 to 
facilitate the work of the Savings Banks ‘Trust Company. 


During the early history of the savings banks there were 
frequent periods of agitation for enlargement of the legal list. 
These movements were usually initiated in the belief that the 
banks had acquired such a large part of the total “legals” that 
prices were artifically raised and yields reduced and that there 
was inadequate opportunity for diversification. These beliefs 
were frequently well founded, as has been pointed out in earlier 
chapters. There is at almost all times, however, at least a small 
group who seek wider investment powers, and the unfortunate 
experiences with some investments during the depression in- 
creased their numbers. In addition, the very high bond prices 
of recent years have led some to urge the adoption of preferred 
stocks as savings bank investments. 

The opinion of most people in the savings bank field, how- 
ever, is that safety is the prime consideration. On the assump- 
tion that the bulk of savings bank deposits are the relatively 
small accumulations of low income groups, it is clearly the duty 
of savings bank officers so to invest these deposits that they are 
as safe as possible and still earn a return. The maximum return 
possible under these conditions is to be desired, but recent ex- 
perience has shown the folly of sacrificing a high-grade bond 
portfolio for the sake of a slightly higher yield. The largest 
losses taken on savings bank investments were on those securities 
purchased during the competition for deposits that took place 
during the latter part of the 1920’s, when high dividend rates 
led to investment in high-yield bonds. 

With this in mind, it is pertinent to inquire whether the 
legal list as it now stands offers an adequate amount of high- 
grade securities in which the banks may invest. One considera- 
tion that must not be ignored in this connection is the likelihood 
that the banks will not lend on real estate to the same extent in 
the future as in the past, thus directing a larger part of their 
funds into bond investments. 
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It will be shown below that the great expansion in the fed- 
eral debt in recent years has provided a source of large amounts 
of legal securities. Nevertheless, it is obvious that the present 
method of prescribing legal investments encounters many prac- 
tical difficulties. Entirely apart from the question of the ade- 
quacy of the volume of legal investments, there is a very difh- 
cult problem in devising legal investment standards that admit 
“good” securities while prohibiting “poor” ones. This problem 
arises within each type of obligation (e.g., railroad, municipal) 
and also in the prohibition of certain types in general (e.g., 
corporate). 

While a general discussion of this particular investment 
problem is considered to be outside the scope of the present 
study, some brief mention may be made of how the question is 
being met and how it affects the savings banks. In order to 
achieve greater flexibility in the composition of the legal list, the 
Maine Legislature in 1937 provided that the Bank Commis- 
sioner, upon the recommendation of special representatives of the 
savings banks, could add certain railroad securities to the legal 
list.2 In New Hampshire a Board of Investment has been estab- 
lished, which, with the Banking Commissioner, may designate 
within general limits the securities legal for savings bank invest- 
ment. The New York Legislature amended the banking law 
in 1938 to permit the State Banking Board to allow investment 
in corporate bonds upon the recommendation of at least twenty 
savings banks or the Savings Banks Trust Company.?° 

Reference to the data given in Table XX XVIII will show 
the difficulty met in an attempt to adhere to rigid specifications 
for railroad securities. In 1932 about five billion dollars (par 
value) in railroad securities remained on the legal list only by 
suspension of some of the requirements and only about two bil- 
lion dollars worth qualified under the regular tests. Professor 
George W. Edwards, in a study for the Brookings Institution, 
has illustrated the futility of attempting to include all desirable 
securities and to exclude all undesirable ones by blanket stand- 
ards.11 Various tests set up for railroad securities by state legis- 

° Maine Revised Statutes (1930), Ch. 57, Sec. 27, as amended 1937. 

New York Laws 1938, Ch. 684. 


™ See George W. Edwards, “New Standards for Railroad Securities,” Trust 
Companies, Feb., 1937, p. 174. 
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latures were found to include more or less of the poor roads and 
exclude some of the good ones.!* Not only were the existing 
legal tests found to be unsatisfactory, but the difficulty of devis- 
ing any satisfactory tests was emphasized. Similar results were 
obtained by studying other types of securities. 


One may well question the desirability of attempting to re- 
strict savings bank investments to the securities on a legal list 
when it is almost impossible to set up general standards that will 
not exclude some attractive securities and permit investment in 
undesirable ones. Careful consideration of a contemplated in- 
vestment by the bank is essential even if the security is on the 
legal list. The legal list seems more unnecessary at present than 
a decade ago, since the establishment of the Savings Banks Trust 
Company and its investment advisory service and the internal 
policing of the banks provided through the Mutual Savings 
Banks Fund.!* The legal list began when savings banks were 
originated as small institutions whose investments were chosen 
by philanthropic gentlemen willing to devote some of their 
spare time to that public service,!* and it was no doubt essential 
in those early days to provide certain standards to be maintained. 
Since then, of course, the growth of the banks has necessitated 
several additions to the legal list. 


Assuming, however, that the legal list is in all likelihood 
the method by which the Legislature will prescribe savings bank 
investments for some time in the future, the question of the 
desirability of an Investment Board arises. The principal argu- 
ments in favor of the use of an Investment Board to provide 
flexibility for the legal list have been summarized as follows:!® 


1. Such a Board, if appointed honestly and intelligently, should 
be better fitted for its task than the Legislature, which, unless it has 


* Professor Edwards defined for the purposes of his study a “good” road 
as one whose securities at no time between 1923 and 1934 yielded over 6 per 
cent and a “poor” road as one whose securities yielded over 10 per cent or 
went into default. 

® These institutions are described in the next chapter. 

“See Chapter II. While there was no legal list as such before the passage 
of the General Savings Bank Law of 1875, each bank was restricted to a 
specific list of investments. 

* See Wm. R. White and Irving A. J. Laures, “The Modernization of 
Legal Lists,” Law and Contemporary Problems, Summer, 1938. Also, “Bank- 
ing Boards,” published by American Bankers Association, 1938. 
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able as to just what is a legal investment, especially in the case 
of municipalities, so that the following figures are largely the 
result of estimates. It is also difficult to determine how much 
of any existing sinking funds are invested in the bonds in ques- 
tion. To compile a list of the securities issued by municipalities 
in states other than New York and legal for investment is prac- 
tically impossible, because of the clause demanding that the 
municipality be free to levy taxes without limit. 

The following table shows the estimated percentages of the 
various classes of securities legal for investment that were owned 
by the savings banks of the state on certain dates. 


TABLE XXXVII. PERCENTAGE OF SECURITIES LEGAL FOR INVESTMENT OWNED 
BY NEw YorK STATE SAVINGS BANKS ON VARIOUS DATES 


On or Asourt January 1 


Security (a ) 

1929 1931 1933 1936 1938 

New York/State sc uyenihn Janeen 5.30 3.66 3.66 F210 Wisi 69 

New York Municipalities....... 6.09 Balt 132 6.07* 

Other'Statess ee fuse eee 8.61 7.04¢ | 5.58 2.96 

Adjoining Municipalities........ eae eee. 1.00 2.9): Wiraeades 

Other Municipalities........... ere abi tole 3.84 

Railroads. econ aie alee tares ft: 9.59 | 10.11 7.26* | 13.64 

PubliciWtilitiessio. eee eee pike 7.91 6.00 4.92§ | 3.65 

U. S. Government.............. 1.89 WES) 1.79 2.03 2.89 


*1935. 71930. §1934. 
Source: This table summarizes others on following pages. 


Inasmuch as there are no legal restrictions on investment in 
obligations of New York State, it is possible to estimate that 
percentage rather accurately by using the figures for the state 
debt. This debt has so increased during the last few years that 
there is a much greater volume available for the banks, which, 
until recently, were reducing their holdings. The large increase 
in holdings prior to 1936 raised the proportion of those held to 
the total only to a little over 7 per cent.*® 


These facts are shown in the following figures for New York State 
bonds ($000 omitted) : 


Year All Legal Amount Held Per Cent 
AO2SO soni. is eles 359,817* 19,243 5.30 
FOOT es id his eet 459,3887 16,839 3-66 
TOSSHs sichvrchre ite ete 441,157 16,157 3.66 
PG 3 Ol tac isla nein 611,7285 43,441 7.10 


Sources: *Moody’s Governments and Municipals; {State Banking Department; 
{Savings Banks Trust Company. Bank holdings are from Superintendent of 
Banks, Annual Reports. 
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The banks have reduced their holdings of the bonds of other 
states during the last few years, so that with a rising volume of 
state debts, the percentage owned by the banks has decreased 
drastically.17 It is apparent that this class of bonds offers a large 
amount of investments for the savings banks, although in recent 
years many of them have not been considered desirable. 


The percentage of the securities issued by municipalities in 
New York State that are owned by the savings banks has re- 
mained fairly stable, at 6 or 7 per cent. Here the amount has 
increased, but only enough to keep the percentage approx- 
imately the same, since the municipal debt in New York State 
also increased. The situation in respect to these bonds, then, is 
virtually the same as before the depression.*® 

The percentage of bonds of municipalities of states adjoining 
New York held by the savings banks has increased, while the 
total volume of these securities is estimated to have decreased. 
The Banking Department estimates that there were $2,323,722,- 
000 of these securities legal for investment in 1933, of which the 
banks owned one per cent, or $23,266,000. In 1936, according 
to the estimate of the Savings Banks Trust Company, there 
were in all $2,124,702,000, of which the banks owned 2.91 per 
cent, or $61,840,600. Although the second percentage was nearly 
three times as large as the first, it still was not a very imposing 
part of the total amount legal for investment. The investment 
in the bonds of cities in states other than those adjoining New 
York decreased, because of the poor tax records of many of 
these cities during the depression. Estimates by the same sources 


" The figures are as follows ($000 omitted) : 


Year Total Legal Amount Held Per Cent 
TOZO Ae siclsiehs Abts aes 1,469,296* ; 126,579 8.61 
MOBO nas hares veka ees 1,865,5847 131,457 7.04 
MOE Cp Sriooe aaa s Coe 2,199,000} 122,731 5-58 
WO3O oer sve ctsysoscsnscaios 2,321,541¢ 68,871 2.96 


Sources are the same as previous footnote. State debts are adjusted for sinking 
funds. Bonds of the State of Arkansas are not included in the 1936 figures, 
since the defaults in that state removed them from the legal list. 


** The figures are ($000 omitted) : 


Year Total Legal Amount Held Per Cent 
TO ZOOM Fee 2,74.0,283* 166,920 6.09 
MOQ an aeeullect aie. ee « 3,014,165* 184,292 6.11 
TAC 1h he 3,230,5417 236,583 7.32 
TOG cee) NS 3,745,060f 227,456 6.07 


Sources are the same as for previous footnote. 
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place the available securities of this type in 1933 at $2,951,509,- 
000 and in 1936 at $2,211,045,000. The banks held $217,- 
281,000 and $84,983,000 on these dates respectively, which was 
7.36 per cent and 3.84 per cent of the totals. 


The annual reports of the banks for 1937 were issued in 
somewhat different form than previously. However, a con- 
tinuation of the trends apparent in 1936 in the above types of 
securities seems to have existed. The savings banks owned 7.69 
per cent of the securities issued by state and local governments 
in New York and 2.35 per cent of those issued by state and local 
governments elsewhere.?® 


With respect to railroad securities, there is a somewhat dif- 
ferent problem because of the moratorium introduced in 1931, 
and effective in 1932, which provided that the requirement that 
the road must have earned fixed charges one and a half times 
in the preceding year was not to apply to the depression years. 
This moratorium was retained each year, so that the rail- 
roads did not fall from the legal list when they failed to meet 
the old specifications. Consequently, there arose a new classifica- 
tion of railroad bonds legal for investment: those legal under 
the moratorium (commonly referred to as “7-a”). In addition 
to these, the banks still held in late 1937 some bonds not legal 
even under the moratorium, but which were not yet sold. As 
may be seen from the table below, the larger part of the hold- 
ings would be considered illegal if it were not for the morato- 
rium, so to say that they constitute part of the volume of legal 
investments is to ignore the fact that they would not ordinarily 
be considered sound enough securities for a savings bank port- 
folio. The decrease in holdings of railroad securities has been 
described above; the legal situation is reflected in the following 
figures, in Tables XX XVIII and XXXIX. 

Table XX XIX shows the total railroad securities held, in- 
cluding the nonlegals, with the percentage that the total of those 
owned under sections 7 and 7-a bore to the total legal securities, 
for the five years for which there are complete data. The hold- 
ings under 7-a are also compared to the bonds made legal by 
the moratorium. 


* State and local debts calculated from Moody’s Governments and Munic- 
ipals, 1938. 
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TABLE XXXVIII. RAILROAD SECURITIES LEGAL FOR INVESTMENT AND SAVINGS 
BaNK HOLDINGS, 1931-1937 
($00,000 omitted) 


LEGAL SECURITIES He tp By Savincs Banks 


Year Total Under Under Total | Under | Under | Non- 


Jan. 1 Legal Sec. 7 TA (Aa ane See) J-a legal 
OSI revise: PE CO2OM Ms sOO2s Ollie Sieg I ethene. CIS RSS aal a Sem lian | TORR rat 
ICES A eee 7,039.5 | 2,036.0 | 5,003.4 | 726.2 | 228.6 | 497.5 86.8 
1933; 2454). 6,787.1 99559 || 5579132) | 686.2 TEST AW OLS 84.7 
ICE A 6,882.0 | 1,119.6 | 5,762.4 | 598.2 87.9 | 510.2 | 107.4 
MOBS isc. 3 6,659.9 | 1,062.8 | 5,597.0 | 483.5 56.6 | 426.8 | 138.3 
MOS6 2452s 6,631.5 | 1,147.1 | 5,484.3 
NIA Wane’ 6,660.9 | 1,141.0 | 5,519.9 


Source: State Banking Department. (Totals include the five dropped digits). 


In comparison to their holdings of other investments, it is 
apparent that the savings banks of the state own a relatively 
large share of all the railroad securities that it would be legal 
for them to buy. Nevertheless, because of the decline in the 
quality of these assets during the depression, the banks have sold 
a large number of them and in 1935 owned but 7.5 per cent 
of those available. The fact that there is a large volume open 
for investment is rather irrelevant at present, because many of 
the bonds are not attractive for savings banks. The banks owned 
over 10 per cent of the bonds made legal by the moratorium in 
1933, but had reduced their holdings to less than 8 per cent in 
1935.°° 

The banks also decreased their holdings of public utility 
bonds during this period, although many times the decrease was 


TABLE XXXIX. RarLROoAD BoNnpDS OWNED; AMOUNT AND PERCENTAGE OF 
TOTAL LEGALS, 1931-1935 


Year % of Legal Holdings] % of 7-a Holdings 
January 1 Total Holdings to Total Legals to 7-a Legals 
OBI wee Ne Ae $729 , 545,000 518) ae 
MO BQ eects cress 813,065,000 10.31 9.94 
MOSSE cece cp cyacee none 771,012,000 10.11 10.55 
HOGA econ. 705,653,000 8.69 8.85 
8S ak a, 621,909,000 7.26 7.62 


Source: State Banking Department. 


”® Calculations made later indicate that the banks owned over 13 per cent 
of the legal railroad securities on January 1, 1938. This large percentage was 
caused by a drop in the amount of legal securities to about $3,500,000,000. 
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the result of redemptions rather than sales. The redemptions 
usually meant reduced yields, but this was not an unmixed evil, 
for it strengthened the financial positions of the companies 
involved. A small amount of nonlegal bonds remains in the 
portfolios, much smaller, in fact, than the nonlegal railroad 
securities. The percentage of those owned to those legal for 
investment dropped from approximately 8 per cent in 1931 to 
5 per cent in 1934.7! Later data show an increase in the volume 
of legal securities and a decline in the amount held, which on 
January 1, 1938 was 3.65 per cent of the total. 

These figures seem to indicate that the public utility list 
offers to the banks a large and growing volume of securities that 
in many cases they would like to own, but consider too high 
priced. Some of the utility bonds now in the portfolios are 
considered among the best of those owned. 

The biggest change in the legal list has, of course, taken 
place among United States Government securities, all of which 
are legal for investment. With the great increase in the public 
TaBLE XL. UNITED STATES GOVERNMENT DEBT AND AMOUNT OWNED BY 


NEw York STATE SAVINGS BANKS, 1929-1938 
($000,000 omitted) 


Direct and Fully 


Year Guaranteed Amount Heldt Percentage 

January 1 Obligations* Owned§ 
NC PATe emai a5 olorone 16,931 320 1.89 
1930\ 8. staseient.. 16,185 217 1.34 
LOST see caueene a: 16,801 224 1735 
932), alee ences ete ove 17,816 329 1.85 
LOSS) Cancel eter 20, 802 372 bag) 
1984 Oly ee 25,388 383 1.50 
19355 Me chee tess 31,776 514 1.61 
OSG icweaianoenyee 35,078 714 2.03 
NS Vee eat #5 ch ies 39,165 WSS 2.85 
LOGS Heo cisteeranee 42,099 1,219 2.89 


Sources: * Survey of Current Business. Debt is monthly average to 1932; then Pe ta figures to 
correspond with bond figures. Percentage is calculated with complete totals, + Superintendent of 
Banks, Annual Reports. § Calculated. 


* The figures are as follows ($00,000 omitted) : 


Year Total Savings Bank Holdings % of Legals 
Jan. 1 Legal Legal Nonlegal Total Held to Total 
MQBT checslscathcrelss pe 2,166.1 171.5 4.7 176.2 7-91 
OBZ ia see oats 2,702.5 183.4 Bur 186.5 6.78 
TOS 8 He, Pie sien iets 2,575.0 154.7 2.6 05703 6.00 


LOG AW G2 ih bees 2,466.4 121.4 6.7 128.2 4.92 
Source: State Banking Department. 
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debt, which began with the expenditures for relief in 1931 and 
has continued ever since, there has been a vast increase in the vol- 
ume of these securities that the savings banks may buy. By 1936 
their holdings had more than doubled the 1929 figure, and com- 
prised over 41 per cent of their bonds, but still remained a very 
small part of the total debt. 

In 1936 government obligations comprised 60.2 per cent of 
the total legal list. Others were railroads, 12.5 per cent; cities 
in New York State, 6.9 per cent; public utilities, 4.2 per cent; 
cities in other states, 4.1 per cent; and cities in adjoining states, 
3.9 per cent.?? 








BILLION DOLLARS 




















1915 1920 1925 1930 1935 
Source: Moody’s Governments and Municipals (1938), p. a2. 


In the above figures seems to lie the answer to the plea for 
a larger legal list. With the government debt rising from six- 
teen billions to thirty-nine billions in 1937, including the fully 
guaranteed issues, and with the savings banks of the state own- 
ing only 2.03 per cent of the total in 1936, there seemed to be 
still more room for expansion of the holdings of “govern- 
ments,” even though nearly half of savings banks’ bonds were 
of that type. Strangely enough, this increase could be made at 
little or no loss of yield, with the bond market at the levels of 
the post-depression years, and questions of diversification of risk 
need scarcely concern the savings banker whose bond portfolio 
is top-heavy with government bonds. During 1937 commercial 
banks owned huge amounts of government securities, which they 
were liquidating in part in order to obtain funds for commercial 

* Estimate of Mr. A. J. Casazza, Statistician, Savings Banks Trust Com- 
pany. 
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expansion and to meet increased reserve requirements. There is 
little question that a large supply of government bonds is not 
only outstanding but available to the savings banks, if they wish 
to purchase them.?* In addition, the prices of other types of 
bonds have been so high—higher even than during the some- 
what similar period just after the turn of the century—that the 
customary differential between government bonds and munic- 
ipal and corporate issues has largely disappeared. Granting that 
an eventual fall in bond prices is likely, it appears probable that 
this differential will return; in other words, the prices of other 
bonds should be expected to seek a lower level than will gov- 
ernment issues.** If this supposition is correct, large holdings of 
government bonds should provide the basis for profitable trades 
in the future, when they may be exchanged for other bonds of 
equivalent coupon rates at lower prices. Everything considered, 
it appears that since the spectacular rise in the bond market gov- 
ernment bonds have become one of the cheapest, rather than the 
most expensive, securities legal for investment. 

This change in the relative prices of different types of bonds 
is illustrated by the figures below, which show price changes 
from June, 1927, to March, 1936.?° It is clear that the prices 
of municipals and rails have risen very much more than those of 


government bonds. 6/1 12/31 3/1 Increase 
1927 1932 1936 | 1927-36 
U. S. Treasury 434’s, 1952-47......... 114 110 117 3 
New York State 414’s, 1965.......... 102 112 127 25 
Michigan State 414s, 1944........... 102 IOI 117 15 
@aliforniat 4043s) ro4id tee ye earns 105 107 113 8 
New York City 414’s, 1960.......... 103 90% 116 13 
Atch., Topeka & Santa Fe Gen. 4’s..... 97 94 114 17 
Penna. Railroad Cons. 414s, 1960..... 103 99 120 17 
Lake Shore & M. S. 34%4’s, 1997....... 83 76 103 20 
New York Central 334’s, 1997........ 84 75 101 17 


With bond prices at these levels after the depression, it be- 
came possible to sell railroad and state bonds and replace them 


* See Chart XI, p. 129. 

* The differential has been usually about one per cent. This is explained 
on these grounds: (1) the likelihood of greater losses on other high-grade 
bonds, (2) the need for more supervision for nongovernmental bonds, (3) bet- 
ter marketability for government bonds, (4) their superiority for borrowing 
purposes, and (5) a feeling that trustees are not responsible if losses follow 
investment in government bonds. See Wm. R. Biggs, “Bond Investments in a 
Changing World,” Bankers’ Magazine, Aug., 1937, p- 117. 

* Courtesy of Onondaga County Savings Bank. 
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with government issues. The railroad bonds would in most 
cases be carried on the books at a yield basis considerably higher 
than that obtainable on the new bonds, yet the profit from the 
sale could be used to write down the value of the new bonds to 
a basis comparable to that of the old. Frequently the govern- 
ment bonds could be charged down to the same basis as that of 
the bonds they were to replace, and still leave a profit from the 
transaction. 

In the table below are presented further figures to illustrate 
this situation.?® A representative list of high-grade municipal 
securities is shown, with the rate, yield and maturity, with the 
yield obtainable on December 31, 1935, on government bonds 
of comparable maturity. 


TABLE XLI. COMPARISON OF YIELDS ON MUNICIPAL AND GOVERNMENT 
BonDs, DECEMBER 31, 1935 


Comparable 

Issuer Rate Maturity Basis U.S. Gov’t. 
St. Lawrence County, N. Y.... 2.80 2- 1-48 2.40 2.66 
Onondaga County, N. Y....... 2225 12-30-55 2.30 2.87 
INS wanlOrkk) Citeyrists iil oes a esos Si 7-15-44 2.80 2.50 
New aonk! City tran a dese 4,25 9- 1-60 S75) 2.87 
Binghamton, NY... 522.4.) 1.60 4— 1-42 1.40 1.65 
PAID AME NE Gait bla Saieic cleric «6 2.50 11- 1-45 2.00 2.50 
RiGchesters Nec. sitisvevs- sieesvevers 125 10— 1-40 1.30 1.36 
SW GACUSEMING Yate m neteel. ss 3.40 2— 1-43 1.85 2.40 
Oneida County, N. Y......... 2.70 9— 1-44 1.85 2.50 
issex (CountysrNny Meu. us alee: 4.00 8— 1-44 2.40 2.50 
Boston Massie cen. = ates 2.50 8— 1-40 1.90 1.36 


In the eleven examples shown in Table XLI, the yield on 
a government security of comparable maturity is less in three 
instances, greater in eight. During 1936 the bond market rose 
even higher, so that on December 31, 1936, government bonds 
of different maturities were commanding the following yields: 


Maturity Yield 
Fi ANGELIC 2 ARR SAE ED aR eae OLE Sj 0.26 
is, SIGE si, 2k RE, SRE NE ai ame eR MEE eS EDS AN 0.60 
UC AES re es rena) s fa) ooihcyeUbe hale ite, oe 0.94 
15) SIGZNES ink A el Ace a aR Las a Ae baer a 1.14 

MOMVCATSMeD wer REM ert END MAROC As Se ae 1.75 

TUS VATIS ES AS Nig ek aaa) TSR ER RSEAL DS a 2532 


* Ibid. 
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However, prices of other bonds also rose, as may be seen 
from the chart of bond yields, 1929-1938. This situation with 
respect to bond prices also meant that the banks were able to 
rid themselves of unsatisfactory investments at prices that often 
meant profits over the book values at which they were carried, 


> 


WwW 


PERCENT 





1930 1931 1932 1933 1934 1935 1936 1937 1938 


Source: Survey of Current Business, 1936 Supplement. Monthly averages to 1936; 
then January and July figures, also from Monthly Survey. Figures for municipals are 
Standard Statistics averages for fifteen bonds; for Governments, Treasury Department 
average for all bonds maturing after eight years. 


or even over their cost. It was indeed an unusual situation in 
which the banks were able to trade or sell the bonds that they 
actually did not want, and in exchange acquire government 
bonds at similar prices. Not only bonds that were considered 
unsatisfactory, but sometimes those that had fallen from the 
legal list were sold at prices above their book values. It is esti- 
mated by the writer that in 1935 bonds that were considered 
unsatisfactory by the high standards of that time comprised 15 
per cent or more of the average portfolio for the state, and there 
were many sales of municipal securities such as those of Camden, 
Detroit, Jersey City, Newark, and Paterson, and the bonds of 
particularly hard-hit railroads, such as Colorado and Southern, 
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Rock Island, Great Northern, Illinois Central, Pere Marquette, 
Southern Pacific, New York, Chicago and St. Louis, and New 
York Central.?7 Some of these bonds had risen very consider- 
ably from their depression lows, such as the Great Northern 
5%4’s and the Pere Marquette 5’s, which sold at 38 and 34 in 
1932 and 109 and 98 in 1935. The holdings of unsatisfactory 
securities were cut even further in 1936 with smaller losses or 
greater profits. Frequently these sales reduced the income of 
the banks, but this reduction was offset to some extent by the 
profits obtainable. 


During the depression, of course, losses were taken on securi- 
ties before the up-turn in the bond market. The market values 
of the banks’ portfolios were less than their cost in every year 
since I910 except 1927, when they were 101.5 per cent of cost. 
The demand for high-grade bonds in 1930 brought this per- 
centage up again to 99.4 at the end of the year, but at the end 
of 1932 it had dropped to 90.8. At the end of 1935 it was 96.5 
per cent. An indication of the drop in market values of savings 
banks’ bonds during 1932 is given in their market value sur- 
pluses. The market value surplus was 13.1 per cent of deposits 
in December of 1930, 10.6 per cent at the end of 1932, 13.4 
per cent in 1934, and 14.4 per cent in 1935. The drop from 
1930 to 1932 was 19.1 per cent of the 1930 figure. This is in 
part an estimate as it is based on the Superintendent of Banks’ 
estimates of market values. From December 31, 1930, to De- 
cember 31, 1932, the total par value of savings banks’ bonds 
increased 19.2 per cent, while the market value increased but 
HO.2 per cent.*5 

Unlike the majority of commercial banks, -however, most 
savings banks did not have to liquidate large parts of their bond 
holdings, so that they did not. actually experience very heavy 
losses from bond sales. Figures for the losses taken on securi- 
ties, along with the profits, are summarized in Table XLII, but 
they are not complete for the years after 1934, so that they do 
not show the whole amount of losses and profits. They do 
indicate, however, how security losses increased during 1932 


* Some of these roads, however, were easily earning fixed charges in 1937, 
but wage demands and the seventy-car train movement depressed the prices of 
their securities. 

* Calculated from Superintendent of Banks, Annual Reports. 
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and during the “housecleaning” that followed the depression, 
and also that the banks were able to sell other bonds at the same 
time at profits that more than offset these losses. These figures 
pertain to the same sample group of banks, owning about a third 
of total resources, that was used to illustrate the mortgage and 
real estate experience. 


TABLE XLII. ProFiTs AND LossEs ON SECURITIES SOLD, SAMPLE GROUP, 


1928-1937 
Period Losses Profits 
Year ending January 1, 1929..... $ 4,330 $ 994,471 
Year ending January 1, 1930..... 1,812 1,087,551 
Year ending January 1, 1931...... 86,303 595,614 
Year ending January 1, 1932..... 154,278 896,724 
Year ending January 1, 1933..... 151,503 612,252 
6 Months ending January 1, 1934..... 28,462 347,535 
6 Months ending January 1, 1935..... 634,995 196225925 
6 Months ending January 1, 1936..... 144,073 25126-5571 
6 Months ending January 1, 1937..... S225 2. 1,986,751 


Source: Semiannual Reports to Banking Department. 


Although the losses would undoubtedly have been much 
greater if it had been necessary for the banks to liquidate very 
heavily, nevertheless the investments that had been made under 
the banking law provided a fairly sturdy bulwark against the 
ravages of the depression. Numerous issues fell drastically in 
market value, but on the whole the portfolios sustained the 
banks while commercial banks were failing in large numbers. 
Between 1929 and 1934, 132 commercial banks in New York 
State, outside New York City, failed or were reorganized or 
taken over after waivers of deposits.2® These banks had total 
deposits of more than $150,000,000. For all the commercial 
banks in the state outside New York City, the net losses and 
charge-offs for the years 1923, 1929, and 1934 respectively were 
$0.50, $0.60, and $4.90 per $100 of loans and investments.*° 
This naturally entailed severe losses in operation. The total 
losses and charge-offs for these banks for the years 1929 and 
1934 were $7.40 and $123.70 per $100 of gross earnings, which 

7°Commission for Study of the Banking Structure, New York State 


Bankers’ Association, Banking Developments in New York State, 1923-1934, 
Dias '[bid., p. 14. 
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left (with other expenses) net profits of $22.20 in 1929 and net 
losses of $77.00 in 1934.31 

A tendency of primary importance in the bond list during 
recent years has been the shift to shorter maturities. This shift 
began early in the depression, principally for reasons of liquid- 
ity, but more recently has been accelerated by a fear of rising 
interest rates, which would diminish the values of long-term 
bonds. Recently some longer term bonds have been purchased 
in the expectation of selling them before lower bond values re- 
turn, but the general tendency is toward maturities of less than 
ten years. Up until 1936 there was an increase in the proportion 
of the bond portfolio maturing in one year, but this tendency has 
now been checked, although the proportion maturing within ten 
years has continued to increase. This trend, divided into three 
types of maturities, is summarized in Table XLIII for the 
sample group of banks. The trend to shorter maturities was 
brought about by heavy purchases of short-term government ob- 
ligations during 1934, some of which have not been replaced, 
and heavy increases in short-term obligations of state govern- 
ments during 1934 and 1935. Holdings of short-term railroad 
securities have been increased slightly, but long-term railroad 
securities have been decreased heavily. 


TaBLeE XLIII. Maruriti£s By PAR VALUES, SAMPLE GROUP, 1934-1937 


PERCENTAGE MarurINnG IN 








Year, 
January 1 
Less Than Less Than Over Ten 
One Year Ten Years Years 
IGS ES AAT eee en 0.80 18.73 81.27 
OSG r eateries cele: 1.81 33.19 66.81 
NISC eRe ale 1.50 Senso: 61.68 
DEI ES SS Sie Se cee ree 1.03 39.86 60.14 


Note: Totals of percentages exceed 100 per cent by the amount of the first percentage, which is 
also included in the second. ‘ 
Source: Semiannual Reports to Banking Department. 


The bond account of the average savings bank thus became 
different in many respects from what it had been in past years. 
After 1929 the banks rapidly increased their holdings of United 
States securities, while they decreased their holdings of munic- 
ipal, railroad, and utility bonds. A determination to improve the 

* Ibid. p. 16. 
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quality of the bond portfolio was apparent throughout this 
period. Opposition occurred in some agitation for wider invest- 
ment powers, but, when considering the type of funds to be 
invested and the present volume of the federal debt, little neces- 
sity for these powers is apparent. Because of price movements of 
different classes of bonds, government issues became consid- 
erably more attractive than any others. A comparison between 
the bank holdings of various classes of securities and the total 
amounts legal for investment indicates that by the end of this 
period there were still large amounts that could be purchased by 
the savings banks. These securities made legal by the invest- 
ment law were not immune to the destruction of values caused 
by the depression, but, especially since the banks were not forced 
to liquidate heavily, they prevented any of the banks from 
failing. 


CHAPTER IX 


THE SAVINGS BANKS TRUST COMPANY AND INSTITUTIONAL 
SECURITIES CORPORATION 


INCE THE problem facing a bank that must obtain a large 
S amount of cash on short notice is how best to borrow or sell, 
soon after the Bank Holiday two supplementary institutions 
were organized in September, 1933, to facilitate these transac- 
tions. These institutions were the Savings Banks Trust Company 
and the Institutional Securities Corporation. As originally in- 
tended, the function of the former was to lend cash to a savings 
bank on the collateral of bonds, and that of the latter was to 
purchase mortgages from the banks. During the short space of 
time that they have been in existence other functions have been 
developed.? 

The establishment of these institutions was inspired by the 
discussion current during the early part of the depression con- 
cerning federal reserve membership for savings banks. Such 
membership was provided eventually in the Banking Act of 
1935, and by the New York State Banking Law (permissive) 
in 1934. Most bankers felt, however, that they preferred a 
continuance of state supervision and control, and sought similar 
borrowing facilities elsewhere. Some proponents of the Trust 
Company thought that it might be established for the purpose 
of becoming a member of the reserve system, until certain un- 
desirable implications became apparent. The commercial banks 
could adopt a similar arrangement, whereby an owned and con- 
trolled trust company would join the system while the commer- 
cial banks withdrew. 


The idea of a central organization to extend credit to savings 
banks had been proposed in 1932, but met opposition from some 
of the banks. A bill to provide a “super-bank” failed to pass the 

Much of the material in this section was obtained from a series of articles 
by Mr. Charles A. Miller, President of the Trust Company, which were first 
published in the Bulletin of the state association of savings banks (June-Aug., 


1935), and from interviews with Mr. Miller and Mr. Stewart Hathaway, 
President of the Institutional Securities Corporation. 


frs7il 
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legislature in 1933,” but the breakdown of the banking system a 
few weeks later led to the adoption of the present organizations. 
The immediate action was made possible by the emergency 
powers granted to the State Banking Board. Specific legislative 
sanction for the Trust Company and Corporation was granted 
in 1935.2 This law empowered savings banks (1) to purchase 
and hold stock and debentures of any trust company or corpora- 
tion organized to maintain a market for mortgages, and to pay 
for these securities in mortgages if desirable, (2) to hold par- 
ticipation certificates in the organizations, issued by such com- 
pany as trustee, and representing mortgages turned over for 
capital stock or which were being serviced by the trustee, and 
(3) to transfer any securities to these organizations, which would 
in turn act as trustee in reorganization proceedings and reha- 
bilitation of mortgaged property. Whatever securities arose out 
of such reorganization proceedings or the liquidation or im- 
provement of such property would become legal investments 
for savings banks, which they could therefore hold indefinitely. 

A bank in need of cash was to observe in general the follow- 
ing procedure. It would first use up its own available cash and 
deposits in other banks, and if that proved inadequate, would 
borrow on short-term notes from the Trust Company, getting 
90 per cent of the value of its collateral. It was assumed that 
within six months a return flow of deposits that would make 
possible the repayment of the loan would be likely. If such de- 
posits did not occur, the bank might sell mortgages to the Cor- 
poration. The Corporation was to make its own appraisal and 
set a price for each mortgage offered. If the face value of the 
mortgage exceeded this appraisal, participating debentures for 
the excess were provided in addition to the cash price. When it 
became able to do so, the bank was expected to repurchase the 
same mortgages from the Corporation. 

During the time required by the Corporation to appraise the 
mortgages, the Trust Company could lend on mortgage security 
if there were no other collateral available. The Trust Company 
could sell the collateral (mortgages or bonds) in case the bor- 
rowing bank could not repay the loan, and thus have funds 
available for other banks needing assistance. The Corporation, 


? See Superintendent’s Annual Report, 1933, pp. 5-6. 
* Chapter 687, Laws of 1935. 
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in its turn, was empowered to rediscount the mortgages with the 
Reconstruction Finance Corporation and thus obtain additional 
funds. 

The money to be lent to the savings banks was to come from 
three sources: the capital structure, correspondent banks, and 
federal agencies that agreed to rediscount for the two institu- 
tions. The capital structure of the Trust Company was made up 
of five million dollars evenly divided between capital and sur- 
plus, the subscriptions to which were allotted to all the savings 
banks in the state proportionately to deposits. The savings 
banks were the sole owners of the Trust Company and its sole 
customers. The capital and surplus were paid in cash. Another 
fifty-five million dollars in capital debentures were authorized, 
but only half of this amount was called. These debentures were 
paid for almost entirely in mortgages, made over to the Trust 
Company, and may be retired by the return of the specific mort- 
gages. The Reconstruction Finance Corporation agreed to pur- 
chase an additional fifty million dollars worth of capital notes, 
should the necessity arise. In addition to these funds, the sav- 
ings banks maintain deposits with the Trust Company, which 
amounted to approximately $60,000,000 on December 1, 1935. 
As time goes on, of course, the surplus and undivided profits 
will provide additional lending capacity. 

The capital of the Institutional Securities Corporation was 
ten million dollars, consisting of a hundred thousand shares paid 
for in mortgages. As in the case of the Trust Company deben- 
tures, only half of this sum was called. Provision was made 
for outside assistance, in case of need, from the Reconstruction 
Finance Corporation to the extent of an additional eighty-six 
million dollars. The Corporation, like the Trust Company, is 
owned solely by the savings banks. 

These institutions resemble the federal reserve system in 
that funds, both capital subscriptions and deposits, are concen- 
trated so that they may be used wherever they may be needed 
at the moment. In addition to these funds, a much greater 
amount could become available from centralized borrowing 
through these agencies. The borrowing might be from the 
R. F. C. or commercial banks and trust companies and, although 
there is no official commitment, presumably from the Federal 
Reserve Bank of New York in a severe emergency. 
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As far as the 1933 banking stringency is concerned, the twin 
institutions were very nearly an example of locking the stable 
door after the horse had been stolen. The urgent need for such 
facilities was soon over. During 1933 the Trust Company lent 
approximately $6,500,000 to its members, all of which was re- 
paid in 1934. During the first seven months of 1934 the Insti- 
tutional Securities Corporation purchased mortgages to the ex- 
tent of $13,700,000 in cash and $5,800,000 in participating 
debentures. The purchases were made from fourteen banks. 
During the last five months of the year, purchases were made 
from two banks, amounting to $1,350,000 cash and $890,000 
debentures. Repurchases of mortgages by member banks re- 
duced the cash investment to $3,700,000 on December 31, 1934, 
and to $2,300,000 by the end of 1935. By the latter date a debt 
of $2,400,000 to the Reconstruction Finance Corporation was 
practically all repaid.‘ 


The mortgages purchased before July 31, 1934, numbered 
2,377 and for the last five months of the year, only 281. No 
requests were made by the savings banks during 1935 for the 
Corporation to purchase mortgages. 


Supplementary services were developed by these two institu- 
tions when it became apparent that they were no longer needed 
to supply cash directly to the member banks. These functions 
were anticipated in the law and were related, though subordinate, 
to the directly liquifying services. 

The provisions of the 1935 law mentioned above point to the 
other services that the Trust Company is empowered to render 
to its member banks. A particularly important one is its func- 
tion as trustee in reorganization proceedings. Hitherto there had 
been no express provision in the banking law concerning the 
disposal of nonlegal assets, that is, those that had become illegal 
after their purchase. A security becomes nonlegal when it no 
longer conforms to the standards set in the law. It had been 
generally assumed that they should be sold, but defaulted se- 
curities sold at such extremely low prices during these years that 
it was often better financial policy to hold them in anticipation 
of recovery and improvement of the particular issues. 


“From annual reports to stockholders of Trust Company and Institutional 
Securities Corporation. 
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The Trust Company provided an arrangement whereby this 
was possible. Although the securities themselves were not legal 
investments, the certificate of deposit showing that they had 
been placed in the hands of the Trust Company was legal. The 
Trust Company could then go ahead with whatever proceedings 
were possible to improve the status of the securities or deal with 
them in whatever manner seemed wise. New securities arising 
out of the proceedings automatically became legal investments. 

This action also has an important bearing on the legal re- 
sponsibility of savings-bank trustees and officers. They are ex- 
pected, under the law, to act for their depositors in the way in 
which a “prudent man” would act in his own behalf. The com- 
plex problems presented by defaulted railroad and municipal 
bonds made a choice of procedure very difficult before the Legis- 
lature provided for the use of the Trust Company. Since there 
is now an express legislative authorization to turn the securities 
over to the Trust Company, responsibility may be met in this 
manner. 

The Trust Company, moreover, is better equipped to enter 
into reorganization proceedings than are scattered individual 
banks. Concerted action makes possible fulltime personnel for 
each problem, and complete records of proceedings and reasons 
for action safeguard the participating member banks. This 
method of handling reorganizations also separates the savings 
banker from bondholders’ committees made up of commercial 
bankers, insurance companies, and others whose interests might 
not be identical with those of his depositors. 

In the late months of 1935 the President of the Trust Com- 
pany estimated that over 20 per cent of the defaulted bonds 
held by savings banks had been entrusted to the Company. In 
cases in which solutions were about to be reached nearly all of 
the securities were deposited. The Trust Company has taken 
an active part in recent years in the reorganization proceedings 
of several railroads. 

Another service performed by the Trust Company for its 
members is the analysis of their bond portfolios. This is par- 
ticularly valuable for smaller banks without facilities of their 
own. For this service a staff of investment experts specializing 
in securities legal for savings-bank investment is provided. In 
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order to obtain this advice a savings bank, before 1937, sub- 
mitted its entire bond list to the Company for analysis. Sugges- 
tions were then made for changes. By late 1935 about a third 
of all the savings banks’ bonds, owned by over fifty of the banks, 
had been reviewed by the Trust Company in this manner,® 
and by June, 1936, at least a hundred banks had submitted their 
portfolios.® In 1937 a continuous investment information service 
was inaugurated. This service includes two complete reviews of 
the banks’ bond accounts each year, recommendations concerning 
undesirable securities held, and information about forthcoming 
issues. Banks availing themselves of this function of the Trust 
Company held bond portfolios ranging from $500,000 to $100,- 
000,000 in 1937. The investment service provided by the Trust 
Company has allowed the officers and trustees of these banks to 
devote more of their time to the mortgage and real estate prob- 
lems, which are usually more local and specific in character. 


The advisory service helps particularly the banks that suc- 
cumbed to a once-prevalent practice of neglecting the bonds after 
they were purchased. There was frequently strong reliance upon 
the initial inspection before the purchase and upon the legality 
of the bond, rather than upon continual attention. The cost of 
the service to the banks has been very low, owing to the fact 
that the Trust Company is owned by its customers. The charge 
is based upon the actual time spent on the analysis, and fre- 
quently is less than 1/100 of one per cent of the value of the 
bonds. 


Such investment advice is concerned not only with the char- 
acter of the individual investments, but even more with a com- 
prehensive program for the bank. The Company may advise the 
sale of good bonds if they do not fit in with a program of 
diversification, maturities, or with the mortgage holdings. A 
bank with heavy mortgages should as a rule hold only very 
liquid bonds; one with fewer mortgages might look to less 
liquid but more remunerative bonds. The Trust Company 
watches for too much investment in one type of company, or in 
a single company. A program of regular maturities year by year 
is sought. In this way the liquidity of the bank is increased. 

°C. A. Miller, of. cit., reprinted in a pamphlet, Savings Banks Trust Com- 


pany and Institutional Securities Corporation, p. 14. 
° “Bonds of Savings Banks,” U. S. Investor, June 13, 1936, p. 2. 
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The high prices of bonds after 1934 and the decreased 
spread between the prices of high- and second-grade bonds facil- 
itated the exchange of weaker securities for better. Banks took 
advantage of this situation to shift to higher grade bonds, fre- 
quently before the Trust Company’s advice. The Trust Com- 
pany’s advice was also more welcome when the weaker bonds 
could be disposed of at prices that frequently represented profits 
to the banks. However, at other times the Trust Company may 
advise holding the poorer bonds until a later date, if they are 
depressed below the general level of the market. 

Another function related to investment, not at first de- 
veloped to a very great extent, is the purchase of original issues 
by the Trust Company for distribution to member banks. This 
was first done with offerings of the Federal Treasury. It would 
seem that this might lead to valuable economies in bond buying 
by eliminating commissions that would otherwise be paid to 
dealers. 

The supplementary services developed by the Institutional 
Securities Corporation naturally stem from its mortgage activ- 
ities. As the Trust Company services bonds, so the Corporation 
services mortgages. Many nonmetropolitan banks were left 
with mortgages on New York City property, purchased from 
mortgage companies that went out of business during the de- 
pression. Servicing these mortgages necessitated either expensive 
work by the individual banks in a “foreign” field, or the hiring 
of some private agency to do the work for them. Again there 
seemed to be advantages in concerted action. The Institutional 
Securities Corporation acts as the mortgage department of the 
individual bank, maintaining as far as possible the identity of 
the mortgagee bank in its dealings with mortgagors. Its services 
include collections of interest, watching interest and tax arrears, 
inspecting property, and taking bids for repairs, as well as 
general supervision of the properties. For this service the mort- 
gagee banks pay a fee of one half of one per cent of the 
mortgage principal. 

The activity of the Institutional Securities Corporation in 
servicing mortgages and properties has increased considerably 
since its inception. By the end of 1934 the Corporation was 
servicing 1,870 mortgages and properties, representing invest- 
ments of $22,500,000. This work had grown by December, 
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1937, to include 4,410 mortgages and properties valued at $38,- 
300,000. Included in these figures are properties owned or 
operated under rent assignments. The corporation has also met 
some success in disposing of properties for the savings banks. 
During the calendar year 1937 the Corporation sold 438 prop- 
erties, in addition to thirteen properties under contract of sale 
and thirty-seven leases with options. The 488 transactions ag- 
gregated a total sales price of over $3,500,000. Approximately 
25 per cent of the price was received in cash, while the purchase 
money mortgages accepted carried interest at an average rate of 
5 per cent and amortization at 3 per cent. These transactions 
represented considerably more activity than the Corporation had 
experienced in 1935, when it sold twenty- = properties for 
$626,000." 

In 1935 the Corporation expanded its scree activities to 
include up-state cities, and branch offices were established in 
Buffalo, Rochester, and Syracuse. At the end of the year the 
Corporation was servicing in these three places together 1,138 
mortgages and parcels of real estate worth approximately $7,- 
560,000. These figures grew to 1,640 mortgages and properties 
in 1937, aggregating over ten million dollars.® 

The knowledge of the mortgage situation in the whole state 
gained by this experience may be valuable in advising banks 
where sources of loans are found in communities other than 
their own and in advising them upon the quality of loans offered 
in other localities. 

The Institutional Securities Corporation and the Savings 
Banks Trust Company, working together, may also be of great 
assistance to banks in dealing with their troubled mortgages. 
The 1935 law, already mentioned, gives the banks specific power 
to turn over any property to the Trust Company and hold in 
exchange, as a legal investment, any security arising out of the 
transfer. This power applies to real estate as well as to bonds. An 
important aspect of this law is that it makes possible rehabilita- 

* From annual reports to stockholders, Institutional Securities Corporation. 

°*The figures for December, 1937, are: Buffalo, 384 mortgages at $2,- 
124,000 and 294 parcels of real estate valued at $1,980,000; Rochester, 356 
mortgages aggregating $2,000,000 and 427 parcels worth $2,867,000; Syra- 
cuse, 116 mortgages worth nearly $600,000 and 63 pieces of real estate valued 


at $434,000. These figures are included in the total for the Corporation stated 
in the paragraph above. 
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tion loans that bring the total amount lent on the property above 
the 60 per cent statutory limit. Frequently it has appeared that 
property was in danger of foreclosure because the owner could 
not afford to put it in condition to earn interest and taxes. The 
banks were unable to help because they had already lent 60 per 
cent of the value of the property. This situation was remedied 
by recourse to Trust Company funds. Under the present ar- 
rangement, the mortgagee bank may turn over the mortgage 
to the Trust Company, which then lends whatever additional 
sum is necessary for rehabilitation, taking a second mortgage for 
this sum. It then may assign both mortgages back to the original 
bank, even though the total of both may exceed 60 per cent of 
the value of the property. Previously it was illegal either to 
invest in second mortgages or to exceed this limit.2 However, 
since the rehabilitation loans are designed to increase the earning 
power of the properties (frequently from practically zero), and 
since the appraisals of the properties during these years were 
necessarily so low, this device is actually a safeguard. Without 
it, it would be necessary for the banks to foreclose and rehabil- 
itate directly, incurring the costs of foreclosure and eventual 
sale. With the large amounts of other real estate already in 
the hands of the banks, the new method is obviously superior. 
If foreclosure is eventually necessary in spite of the loan, the 
bank then gets the property already rehabilitated. 

One example of this procedure illustrates how the plan 
works.1° A mortgage of $41,000 on a six-story tenement was 
over $1,700 in arrears for interest and taxes. There were several 
vacancies and others were expected. The only convenience 
offered in the tenement was hot water. With a loan of $3,500 
from the Trust Company, steam heat and gas stoves were in- 
stalled, fire escapes (which had been condemned) were renewed, 
and miscellaneous decorating and repairing was done. After 
rehabilitation the property earned 6 per cent on the total invest- 
ment (including the new funds), and the rehabilitation loan was 
amortized in three years. 

The Institutional Securities Corporation, moreover, can be 
of assistance in handling property already foreclosed. Where 


* The Legislature modified this prohibition in 1938 to allow advances up 
to certain amounts for the improvement of other real estate (Sub. 4, Section 
234, Banking Law). *C. A. Miller, of. cit., p. 26. 
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the property is situated in another locality than the bank, the 
Corporation can manage it for the bank, taking care of repairs 
and collections, and seeking a sale. Frequently banks hold prop- 
erties in the same neighborhood. The Corporation can then 
service them as a unit, releasing the individual banks from that 
duty. An important function in these cases is supervising the 
sales of the property. It can advise against a sale by one bank 
at an unwisely low price, which would tend to depreciate the 
values of the surrounding properties. 

The law authorizing the Institutional Securities Corporation 
neglected to permit this institution to co-operate with others in 
rehabilitating foreclosed properties on a neighborhood basis. 
Although co-operation of this sort was permissible between say- 
ings banks, there was no authorization for other mortgagees to 
enter into such plans. 

One of the most important functions of the Trust Company 
is to act as trustee of the Mutual Savings Banks Fund. This 
fund, while superficially for the insurance of deposits, is much 
more than that. Actually, it is an additional device to assist in 
maintaining the liquidity of the savings banks through co- 
operatve banking. The fund is available if a bank actually fails, 
but the trusteeship of the fund carries with it powers to prevent, 
if possible, the failure of any member bank. 

Most of the savings banks joined the Temporary Federal 
Deposit Insurance Plan in 1933. Three fourths of the insured 
mutual savings bank deposits were those of savings banks in 
New York State.1! The amendment of June, 1934, which post- 
poned the Permanent Plan and made possible unlimited assess- 
ments on member banks, made the banks turn to their own Trust 
Company for a continuation of insurance. The banks were 
unwilling to continue under the federal plan, but recognized the 
psychological advantages of deposit insurance.1* Some sort of 
trustee or supervisory body was necessary for the insurance 
fund, and the Trust Company was the logical choice. Since the 

“Cf. The Banking Group, Bureau of Economic Research, Brooklyn Col- 
lege, under the direction of W. H. Steiner, “Deposit Insurance for Mutual 
Savings Banks,” Bankers’ Magazine, June, 1936. 

” The principal objection was based on the uncertainty as to the amount 
of future assessments. Savings bankers also felt that the safety record of 


savings banks and the fact that individual deposits were limited to $7,500 
entitled them to smaller assessments than those paid by other banks. 
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fund was made up of assessments on all member banks, super- 
visory powers were granted to the trustee to protect the interests 
of all. 

The banks, with very few exceptions, withdrew from the 
federal plan in the middle of 1934 and became members of the 
Savings Banks Fund. Article VI-A of the Banking Law pro- 
vided that such a fund could be set up if agreed to by at least 
seventy-five banks holding over half of the total deposits. The 
fund is maintained by an annual assessment of 1/10 of one per 
cent of deposit liabilities, plus four assessments of 1/5 of one 
per cent each, which may be made at the discretion of the trus- 
tee. An added assessment of the same amount may be made 
with permission of two thirds of the banks with over 75 per 
cent of the insured deposits. The effect is to have a pool of a 
small part of the deposits available wherever needed. 

The funds are invested in government and other bonds or 
held as cash. Interest is not paid on the assessments, but earn- 
ings are used to pay expenses and to increase the fund. Cover- 
age is 100 per cent, or at least up to the resources of the fund. 
The depositors are insured for whatever deficiency there may 
be after the assets of the failed institution have been liquidated. 

The emphasis, however, is not on paying the depositors of a 
failed institution, but rather on keeping the institution from 
closing. In his report covering the year 1934, the Superin- 
tendent of Banks, commenting on the fund, said: “It has one 
distinct advantage, since in addition to providing for payment 
of depositors in full upon liquidation, it also permits the strength- 
ening of going institutions whose condition may for any reason 
have become unsatisfactory.”'* To do this, the law provides, in 
effect, that the services that the Trust Company offers to all 
member banks may become mandatory upon them through the 
powers of the trustee. If the Superintendent of Banks certifies 
that a savings bank is in unsafe condition, the trustee is em- 
powered to take over the management of the bank, attempt to 
correct the unsound practices, liquidate the bank without loss to 
_ depositors, or attempt to effect a merger with another bank. 

The Trust Company can do much even before the bank 
reaches a point where the Superintendent is willing to certify to 
its unsatisfactory condition. As a matter of practical operation, 

* Annual Report, 1934, pp. 5-6. 
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the Superintendent might not often be willing to do so. How- 
ever, the confidential reports of all the member banks to the 
Banking Department are available to the trustee, by agreement 
with the banks, and therefore the condition of each bank may be 
carefully watched. A system of internal policing is thus pro- 
vided. The law provides that the Fund may do several things 
to strengthen a weakened bank. It may lend money to the bank 
on easy terms. It may purchase assets, with or without repur- 
chase agreements, at more than the market value. It may make 
contributions to the surplus, with lenient provisions for eventual 
repayment. The object of all these provisions is to recondition 
the bank while maintaining a safe and adequate surplus. Par- 
ticularly slow assets may be turned over to the Savings Banks 
Fund in this way to increase the liquidity of the bank in ques- 
tion. 

It is therefore obvious that the Savings Banks Fund is more 
of an instrument to maintain liquidity and strength than merely 
to pay the depositors once their bank has actually failed. Its 
purpose is primarily preventive and remedial, rather than to 
make up losses to the depositors after the datnagen is done. It 
should be considered in connection with the voluntary services 
offered by the Trust Company for essentially the same purposes. 
The investment advice, mortgage servicing, and security services 
are designed to improve the slow and less desirable investments. 
Membership in the fund is voluntary, but should a member 
bank get in dangerous condition it must submit to whatever 
changes in management, personnel, or portfolio seem necessary 
to the trustee for placing the bank on a liquid and safe basis. 
Further analysis of the Fund leads to a more general discussion 
of savings bank liquidity, which is discussed in the following 
chapter. 


Mi} 


CHAPTER X 


SAVINGS BANK LIQUIDITY AND ACTIVITY OF DEPOSITS 


isa QUESTION of liquidity is closely related to the relative 
movements of deposits, both for the short and long run. 
Monthly figures for new deposits and withdrawals for the sav- 
ings banks show a very pronounced seasonal trend. This trend 
is also reflected in the figures for accounts opened and closed. 
Monthly figures have been collected since 1924,! and from them 
it is possible to trace the movements occasioned by seasonal, 
cyclical, and trend influences. 


Except in 1924, new deposits have been larger in January 
than any other month of the year. The discrepancy in this first 
year might be owing to the lack of figures for seventeen banks.? 
Although they fall short of the January figures, the other quar- 
terly months, April, July, and October, also uniformly show 
peaks of new deposits. These deposits are exclusive of dividends 
credited. 


Withdrawals show a similar tendency to cluster at the quar- 
terly months. Until 1929, when October figures were greater, 
withdrawals were greatest in July for every year. Thereafter 
January figures have usually been larger. October led in 1931 
and in 1934 July had slightly larger withdrawals. 


Accounts opened are also usually greatest in January. This 
is to be expected, since deposits are largest then. The only ex- 
ception was 1930, when December figures were larger. New ac- 
counts have always been over 100,000 in January. On the other 
hand, April does not always show a pronounced peak for new 
accounts as it does for deposits. Later in the year, there is a uni- 
form and unbroken tendency for October to be higher than the 


* By the Savings Banks’ Association of the State of New York. 

* Reports are lacking from several banks in the first year they were col- 
lected. The number varies from ten to eighteen for different months. How- 
ever, these were small banks and did not greatly affect the totals. Figures 
after 1924 are almost complete, the number of nonreporting banks dropping 
to five by 1926 and all banks reported by 1934. The deposits of nonreporting 
banks are about one per cent of the total. 
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TasBLeE XLIV. NUMBER OF ACCOUNTS OPENED AND CLOSED, NEW YORK 


STATE SAVINGS BANKS, 1925-1937 
(in thousands) 


1925 1926 1927 1928 1929 1930 1931 











Month |}—_—_ —_ _ | —__ - — ) 

Cc | O:] C |. O11}. € NOV-C | O} COR sae 

Wane hvsk: 108 | 73 |112 | 77 {118 | 82 |119 | 83 |121 | 84 |122 | 86 |198 | 84 
Mebiivccts: 60 | 47 | 64 | 46 | 69 | 53 | 75 | 55 | 78 | 57 | 75 | 57 |102 | 55 
Maree). 68 | 50 | 73 | 54] 78 | 55 | 771 55.) 79 | 58a) SOR GOR TORS Gr 
Teh AS IBID 63 | 62 | 69°] 67 | 71 | 71 | 73.) 71 183 | 77 ae ee 
Mian nae 61.) 51} 56.) 57 | 65 |) S7 | 68") 63) 72) 167 Vey iGoneGsmiene 
une ye). 71 | 53 | 68 | 56| 68 } 60 | 71 | 61 | 68 | 62 | 72 | 65 } 91 | 71 
Julyaite a 80 | 80 | 71 | 76 | 71 | 74 | 76 | 80 | 88 | 86 | 81 | 78 | 92 | 82 
JN Be 58 | 54 | 61 | 53 | 64 | 57 | 60 | 56 | 70 | 60 | 66} 56 | 97 | 70 
SEDer sist 62 | 47 | 60 | 48 | 65 | 50 | 61 | 49 | 71 | 54} 71 | 55 | 94 | 64 
Oct 68 | 60 | 69 | 61 | 82 | 65 | 86 | 70 | 84] 78 | 85 | 71 }113 | 86 
Novienicss 62 | 49 | 63 | 54 | 63 | 55 | 70 | 59 | 75 | 67 | 73 | 61 | 89 | 70 
Dees aan 74) 52°1°72.) 55 | 75 | 59) 89 | 65 | OT | 72a 2a G aon nos 

1932 1933 1934 1935 1936 1937 

oO; C |} O}; C | O | € VO | CUO terror ne 

Van caesh we ae eiataees 138 | 99 |123 |100 |121 | 86 |106 | 86 |102 | 86 |108 | 84 
Beene tetas 89.) 69'| 83°) 81 | 73°) 52 | 77°) 63") 76m Rea ey Satna: 
WET EA Ceeon apesheae, 5.4 82 | 72 | 67 | 77 | 84 | 68 | 78 | 67 | 76 | 67 | 86 | 74 
Ve\0) eh Pao Benepe 90 | 92 | 71 | 91 | 89 | 78 | 76 | 87 | 73 | 81 | 81 | 84 
May tsnerrionk re 79 | 86 | 69:84) 79) | 273: 727) 16) GOs ee er err 
Me eye art Aste eeaeartc 80 | 88 | 69 | 76 | 80 | 72 | 69 | 73 | 94 | 74 | 77 | 79 
July tk eee ae 87 | 98 | 80 | 82 | 88 | 83 | 78 | 86 | 89 | 82 | 82} 84 
BANI DUAL ote ce eA 741.77 1-70") 71) 76 | 70: | 71) 68.) 76a aa er ee 
Seps heusiae Ba etaeest 71 | 66 | 70 | 64 | 74 | 65 | 68 | 63 | 70 | 64 | 75 | 74 
OcEy Soa eeisiad ta: 95 | 81 | 85 | 73 | 98 | 82 | 89 | 81 | 85 | 78 | 88 | 88 
INOvansc ce meine 79.) 71) 71 1:65 | 75 | 66.) 76") (67 | S7GRaGRe en age 
Ween te Soichiro 100)'| 92 | 75 |) 70 | 82.) 75:) 81 | 75s 39R Saisie eae 

O - Opened. C - Closed. 


Source: Savings Banks Association of the State of New York. 


preceding and following months of September and November. 
Accounts closed, too, are usually greatest in January, that being 
true in nine of the twelve years for which there are comparable 
figures. July had the largest figures in three of the years and 
second largest in six. The quarterly dates always show peaks 
in new accounts, too, except that in 1930, 1931, and 1932, 
December showed peaks greater than did October and January. 

From the point of view of liquidity, it would make little 
difference how great deposits and withdrawals were, providing 
they balanced fairly evenly at all times. The discrepancy be- 
tween them—the net gain or loss in deposits—is the important 
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TaBLE XLV. MONTHLY DEPOsITs AND WITHDRAWALS, NEW YoRK STATE 


SAVINGS BANKS, 1925-1937 
(in million dollars) 


1925 1926 1927 1928 1929 1930 1931 














Month J——|—— |__| —_ —_ |__| _ | —_|__—_—- 
WP DaWw wal Di Wal DLW. Dali Wa Di We | D: |W 
Veieoad on 157 |131 |164 |153 |180 |155 |186 |161 |197 |188 |183 }157 |273 |178 
Ela cid/ise 79 | 78 | 81 | 72 | 97 | 82 |103 | 84 |115 |110 |110 | 90 138 | 97 
Man. 217. 92 | 67 |101 | 72 |109 | 75 |106 | 80 }113 }113 |119 | 90 }145 | 99 
PAD Ie sins) 103 }115 |117 ]129 |128 |138 129 |145 |143 |170 |139 |141 |196 |155 
May...) 78 | 83 | 85 | 88 {100 | 96 |109 |120 }111 133 114 }118 }143 |121 
lanes). /5: 90 | 70 }101 | 78 |103 } 81 |103 | 98 }102 }109 }117 }113 |131 }115 
lyre 147 |165 |146 |163 |148 |159 |153 |173 |169 |197 165 |153 |174 |176 
ANE AS OA 83 | 90 | 93 | 85 103 | 93 | 99 | 94 J113 |118 }111 | 91 147 |125 
S@Phy dade 88 | 70 | 94 | 68 | 98 | 76 |106 | 81 J101 }112 |114 | 89 |138 /121 
Oct ry... 106 |121 |115 |120 |124 |133 |138 |147 |134 |219 |141 |145 |176 |191 
Nov... 79 | 78 | 92 | 83 | 99 | 88 |101 |103 ]115 |156 }109 |102 |119 |127 
Decry ae 89 | 63 | 95 | 67 |100 | 76 |114 | 97 |108 | 98 |211 |136 |133 |141 
1932 1933 1934 1935 1936 1937 
Month S$ _|_— __  _ |__| —_|_ 
DF PWil lea Va | We De Wal DI We DWV; 
MiaMicisgey a Wrord «2 stra 202 }222 |181 |179 |149 |147 |130 |143 |132 {142 |142 |141 
LGR Fen eine ceeteteete 122 }119 |113 |162 | 87 | 78 | 92 | 86 | 92 | 92 100 | 96 
Matra e Sealers. 4.ayp: aici 117 |107 |100 |184 |100 | 87 | 96 | 87 | 96 | 91 }108 |101 
END) PAU ERAS 148 |180 |105 |162 ]116 |142 |113 |140 |108 |138 |119 |148 
IVT avers) sitisie a tosh cie 119 |140 | 92 |145 | 97 |106 | 99 |106 | 93 103 |102 |107 
Iie Se pricraede Grane 115 |123 | 92 |116 | 97 | 92 | 94 | 91 |118 |100 105 |103 
DINE a oes ih ciapahuceaited 156 }185 |113 |159 |127 |147 |116 |142 |126 |139 |129 |138 
ENTE Hae led at Ne 110 |121 | 80 |106 | 92 | 97 | 89 | 97 | 92 | 92 | 99 | 96 
Se piaea pv anaes 101 |103 | 76 | 91 | 81 | 78 | 84 | 86 | 90 | 87 | 98 |100 
Oe acre aoe 132 |145 | 99 |129 |120 |137 {115 |134 |117 |130 |123 |160 
INGWVse oti sixties tes 105 |112 | 84 |104 | 89 | 99 | 95 |103 | 97 |107 }108 |113 
Dee ra pipctahaiene 106 |104 | 86 | 89 | 92 | 91 | 97 | 91 }113 | 96 |113 | 98 





D - Deposits. W - Withdrawals. 

Source: Savings Banks Association of the State of New York. 
consideration. This discrepancy also follows a seasonal trend. 
Months of high deposits tend to have high withdrawals, but the 
margin between them also tends to follow a seasonal pattern. 
Usually the three quarterly months of April, July, and October 
show losses in deposits from the preceding levels, or at least 
relatively smaller gains. These three months have shown peak 
losses consistently except that October gained in 1924; in 1930 
May was a poorer month than April, and July showed a gain; 
and in 1931 April showed a gain. January usually shows less of 
a gain than the preceding December, and lost in 1932, 1935, 
and 1936. Gains are greatest in March, June, September, and 
December, the months preceding the greatest losses. Here, too, 
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Calculated from data in Table XLV by twelve-month moving average method. 





there are some exceptions to the rule: in 1929 all months showed 
losses between March and December, although the relative posi- 
tion of each month remained the same. In 1930 all months 
gained except April, May, and October; in 1932 February, 
March, and December were the only months in which there 
were gains, and in 1933 gains were registered only in January. 
However, in each of these three years the relative movement 
from month to month remained the same as before. It should 
be borne in mind that these gains and losses were exclusive of 
dividends credited, but were only the figures for money brought 
to and taken away from the banks by depositors. 


There are several explanations for these strongly pro- 
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nounced seasonal tendencies, and for the variations from them 
that have at times occurred, as well as for the long-run move- 
ments over which these seasonal movements are laid. Some of 
them have not been fully explained, but plausible suggestions 
can be made where better reasons are not apparent. Dr. William 
H. Steiner attempted an analysis of the monthly figures after 
they had been collected for two and a half years. He suggested 
that accounts opened in January were large because of New 
Year’s resolutions and Christmas money, which would also ac- 
count for large deposits. Withdrawals might be large at the 
quarterly dividend months because people waited until then to 
withdraw their dividends. Annual vacations would explain 
much of the large withdrawals in July, and Easter spending 
seemed to deter opening accounts in April. 

April is always a month of heavy withdrawals. At this time 
people usually spend more heavily for clothes, household fur- 
nishings, and home-building and repairs. Spring is also, or has 
been, the most popular season for buying automobiles. With- 
drawals are usually made in April to meet May tax install- 
ments.‘ Similar reasons influence the heavy withdrawals in Oc- 
tober, since the second tax installment is due in November and 
winter buying takes place at that time. Personal and household 
expenditures again are heavy.> On top of the special reasons for 
withdrawals in April, July, and October, is the added incentive 
to postpone contemplated withdrawals until dividends have 
been credited on the first days of these months and on January tr. 
None of these reasons, however, explains why heavy with- 
drawals happen to coincide with heavy deposits. The deposits 
may be caused by the effect of dividend payments; that is, de- 
positors are encouraged to save more, and new depositors are 
attracted. Another probable reason is the receipt of dividends on 
stock investments or bond interest at these dates, which are then 
deposited. A considerable amount, perhaps 25 per cent, of 
Christmas Club money is redeposited in regular accounts. 

A measure of the changes taking place in the activity of de- 
posits over a longer period of time is obtained by dividing 

* “Seasonal Savings Habits,” Savings Bank Journal, July, 1926, p. 11. 


“Cf. Association News Bulletin, May 17, 1929, pp. 88-89. 
® [bid., Nov. 18, 1932, p. 175. 


154 SAVINGS BANKING IN NEW YORK STATE 






SRERGANA TAREE 
ATUL CAML RYO 
Pot 
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Source: Savings Banks Association of the State of New York. 


the average total deposits for the year into the total withdrawals 
during that year. This gives an “index of activity” that shows 
the percentage relationship between withdrawals and deposits. 
Figures collected by the state association of savings banks for 
the annual average deposits go back only to 1913, but a similar 
index was prepared by using the deposits at the end of the year, 
going back to 1900. Except for the years before 1913 reference 
will be made to the former index because it is believed to be 
slightly more accurate. The outstanding characteristic of the 
index before 1913 was a sharp rise from 25.2 in 1905 and 27.7 
in 1906 to 30.5 in 1907. This meant that the aggregate with- 
drawals for the year were 30.5 per cent of the deposits on De- 
cember 31. Greater activity of deposits is to be expected in panic 
years and was also apparent in 1920-21.® Activity was greatest 
in 1929, and strangely low in 1933.7 


° A comparison between the activity of savings bank deposits and that of 
demand deposits is made at the end of this chapter. 

7 Dr. W. H. Steiner made two short studies in 1925 of deposit activity in 
the savings banks of Massachusetts. By dividing total deposits into with- 
drawals he found an index of 21.6 for the savings banks as compared to 55.9 
for savings accounts in trust companies for the year 1923. An index prepared 
using the number of accounts showed much less variation (47.1 and 50.6 
respectively). Dr. Steiner reasoned that the savings bank deposits are much 
less active because there are many dormant accounts, used only for emergencies; 
because the trust companies are newer and new accounts tend to be more 
active; because business concerns shift their funds in and out of trust company 
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Chart XV 
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If monthly changes are ignored, activity of deposits was 
quite stable from 1913 to 1918, although there was a slight dip 
downward to 1916. The low point in that year may seem 
unusual, but it may be explained on the following grounds: 
(1) recovery from the war scare of 1914 that produced large 
withdrawals for a short period, (2) prosperity, making with- 
drawals for consumption unnecessary, (3) and the “thrift cam- 
paign” marking the centennial of savings banking in this country, 
which culminated in 1916. The limits of fluctuation of the in- 
dex during this period were 22.0 and 25.9. After the entrance 
of the United States into the war, the index rose rapidly until a 
new plateau was reached in 1920.. The index in this year was 
32.4, and fluctuated between 30.9 and 33.4 until 1929. Rising 
prices, higher cost of living, investment opportunities and a 
generally spendthrift era combine to explain the rise after 1916. 
The explanation for the relatively high plateau traced by the 
course of the index during the twenties undoubtedly lies largely 


time accounts; and because trust company patrons use their accounts for semi- 
commercial or special purposes. He found also that savings bank deposits 
tended to become more active since there was less than one deposit per account 
in 1881 and about two a year in 1920 and 1924. Cf. “Why Savings Bank 
Funds Stay Put,” Savings Bank Journal, Oct., 1925, p. 19, and “The Cycle 
of Savings,” zbid., July, 1926, p. 11. 
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in the prolonged bull market on the stock exchange that enticed 
many deposits from the savings banks. In 1929 the index 
reached 40.0 and then reverted to the pre-1929 level. In 1934 
and 1935 it dropped still more to 25.8 and 25.6 respectively. 


The long-continuing trend of prosperity during the twenties 
may have led, on one hand, to the opening of more and more 
new accounts by people who had savable margins in their in- 
comes, and, on the other hand, to more and more withdrawals 
for expenditure and direct investment (or speculation). From 
the time the figures were first collected in 1924 until 1929, 
almost without exception the withdrawals for each month were 
larger every year than for the corresponding month of the 
previous year. 

Accounts closed show a similar, but not as pronounced, 
trend, indicating that people withdrew substantial sums but not 
all of their deposits in all cases. The stock market activity would 
not necessarily produce an increase in withdrawals and accounts 
closed, for an increase in loans on passbooks would serve the 
same purpose to the depositor. During this period these loans 
increased rapidly for several of the metropolitan banks, espe- 
cially when market reactions led to calls for further margins. 
The observation that accounts opened and closed moved along 
at a fairly normal rate, that amounts deposited increased 
slightly, but that the amounts withdrawn ran ahead of their 
normal volume, indicates that some nonrecurring factor must 
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have caused the relatively heavy withdrawals. Stock-market 
speculation is a likely cause of these withdrawals. 

It would be possible to trace a large part of the withdrawals, 
since some of them are in the form of checks drawn by the 
savings bank on a depository bank in favor of the depositor. 
(Checks may not be drawn against the savings deposit itself by 
the depositor.) To trace these checks would be a very difficult 
task, but fortunately at that time several banks analyzed the en- 
dorsements on those checks they could trace for periods of vary- 
ing length. These studies all showed that a considerable part of 
the withdrawals were going into investment and speculation. 
Inquiries made by the banks of their depositors at different 
times strengthened this conclusion. Such inquiries were not a 
very satisfactory method of investigation, however, as many 
depositors would naturally resent being questioned. 

One such investigation by a metropolitan bank, covering a 
period of two weeks early in 1929 showed that, of the checks 
traced, 14 per cent were deposited in other savings banks, 10 
per cent were for the purchase of mortgage bonds or real estate, 
and 12 per cent went to stock and bond brokers.® This report 
stated: “There is no question in our minds but that a large 
amount of funds taken from this bank during the past few 
months has been used for the purchase of securities on margin 
or outright, bad or good. . . .” 

Another bank, able to trace from 33 to 50 per cent of its 
checks for the months of January, February, March, and April, 
1929, found that for these four months 24, 33, 40, and 20 per 
cent, respectively, of the withdrawals went for stocks and bonds, 
and 40, 24, 37, and 39 per cent for real estate and mortgages. 
Another bank, tracing 45 per cent of its checks for April, found 
that 42.9 per cent went to other commercial banks and trust 
companies, 23.5 per cent to investment brokers, and 5.6 per cent 
to participation mortgage underwriters. In turn, the commercial 
banks and trust companies traced the 42.9 per cent deposited 
with them and concluded that most of it had been used for stock 
purchases. Still another bank, going back to September 16-30, 
1928, found that out of $3,294,000 of withdrawals, $1,500,000 
had been by check, and of this, $375,869 returned bearing 


° “Analysis of Heavy April Withdrawals,” Association News Bulletin, May 
17, 1929, p. 88. 
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brokers’ endorsements. These studies were made late in the 
speculative period, but occasional reference may be found in 
savings bank records to inquiries resulting in the conclusion that 
some depositors were speculating in 1925 and 1926. 
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Source: stock prices, Standard Statistics, 419 issues; withdrawals, Superintendent of 
Banks, Annual Reports. 


Not until 1929 did the effect of the speculation disturb the 
relative position of the various months with respect to gains or 
losses in deposits. In that year, while the relative withdrawals 
followed the usual pattern, deposits decreased each month after 
February until December, the figures each month being de- 
pressed below their seasonal tendency. This can be traced in 
large part to the final stages of the bull movement on the stock 
market, and particularly to its reaction. The October with- 
drawals were the largest on record up to that time (these with- 
drawals were exceeded slightly in January 1932). These funds 
were probably used in large part for margins, while some of the 
withdrawals were caused by fear for the banks after the market 
crash. After this point the volume of deposits was increased. In 
1930 and 1931 there was a recurrence of popularity of the 
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savings banks. Only April, May, and October showed deposit 
losses in 1930, and these were slight. In January, 1931, deposits 
gained more than they ever had in a single month, and while 
‘the relative gains followed the usual seasonal pattern, there 
were no net losses that year until October. Then the situation 
again was reversed because of the state of the entire banking 
system and the increasing fear and hoarding on the part of the 
public. Deposits decreased every month in 1932 except Feb- 
ruary, March, and December. With the banking holiday in 
1933 they decreased again and continued to decrease throughout 


TaBLE XLVI. MONTHLY PERCENTAGE GAIN IN DEPOSITS, 1924-1936 
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Calculated from reports to Savings Banks Association of the State of New York. 


the year, although at a diminishing rate. By 1934 the pattern 
of new deposits, withdrawals and net gains and losses was very 
much the same as before 1929. Re-employment and confidence 
in the banks, owing in some measure to deposit insurance, led 
to deposits again, although at a lower level than had been cus- 
tomary during the years before 1930. However, relatively 
heavier withdrawals kept the total deposits from rising (if the 
effects of dividends are ignored), as the various factors of unem- 
ployment, lower incomes, more dependents, indebtedness, and 
replacement purchasing operated. 

Thus there is seen to be a clear seasonal-movement in de- 
posits, which has shown in “normal” years remarkably uniform 
tendencies. This movement has been upset by three develop- 
ments: (1) the heavy withdrawals coincident with the stock 
market crash of 1929, (2) heavy deposits between the stock 
market crash and the loss of confidence in the banking system in 
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1932, and (3) renewed discrepancies between new deposits and 
withdrawals culminating in the banking holiday of 1933.° 
Thereafter the relative position of the months as gain or loss 
months was restored, with both deposits and withdrawals on a 
lower level. 


With respect to liquidity, the things to be observed are the 
normal predictable loss in deposits at any time, and the con- 
ceivable decrease in deposits under abnormal conditions. These 
would indicate the type and degree of liquidity that would be 
desirable for the savings bank. As indicated in the foregoing 
description of seasonal movements of deposits, the month-to- 
month relation between deposits and withdrawals is quite well 
established under normal conditions. Table XLVII shows the 
number of years out of the fourteen years studied in which the 
various months registered gains or losses. August is the only 
month that does not show such a decided tendency, as gains 
were registered for this month in six years, losses in six years, 
and there was virtually no change in 1936. Six months of the 
year, therefore, usually gain, five lose, and one is not pre- 


dictable. 


TABLE XLVII. NUMBER OF YEARS EACH MONTH REPRESENTED GAIN OR 
Loss IN DEPOSITS, 1924-1937 


Month Gain Loss Month Gain Loss 
january. nce 11 3 July esekh aoe 1 13 
Kebruary...-.- 13 1 IETS nee 7 6* 
Marchi aasne on 13 1 September..... 9 5 
ENO ala ale ib.o 1 13 Octobersies ae 1 13 
Mia: 43)./ Stage 2 12 November..... 5 9 
Naive sg tee tte theke 11 3 December..... 11 3 


*Deposits and withdrawals virtually the same in one year. 


Perhaps the most noticeable characteristic of the gains and 
losses, besides their usual regularity, is their smallness relative 
to total deposits. In only six months has the discrepancy be- 
tween deposits and withdrawals amounted to one per cent of the 
total deposits. Three of these months occurred during the bank- 
ing crisis of 1933. The first was caused by the large withdrawals 

*It is apparent from Chart XV (p. 155) that the difficulties of the savings 


banks were caused more by a lack of new deposits than by any great increase 
in withdrawals. 
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in October, 1929, and amounted to a decline in deposits of 1.95 
per cent for the month. The other two, December, 1930, and 
January, 1931, came with the returning surge of deposits after 
the panic of 1929. Here the gains were 1.56 per cent and 1.95 
per cent respectively. It is not surprising, therefore, that the 
experience of the savings bankers before 1929 led them to 
operate on very small cash reserves. It could have been pre- 
dicted from past experience that withdrawals would probably 
exceed deposits in April, July, and October, and that there 
might be slight losses in May and November, but probably not 
at other times. For these losses a reserve of one per cent of 
deposits would have been ample.1° 

The official figures for cash reserves probably overstate the 
usual reserves, since the reporting dates of January 1 and July 1 
are dates when the bankers would naturally have more than the 
average amount of cash on hand. Cash reserves would be large 
at these dates because of preparation for withdrawals, and be- 
cause of income in the form of interest and repayments of 
loans. Informal reports made to the Savings Banks’ Associa- 
tion, therefore, probably show more accurately the percentages 
of cash carried. In November, 1925, officials of some of the 
larger metropolitan banks conferred on the question of cash re- 
serves. “It was found that of the twelve largest savings banks 
in Manhattan, one carried slightly less than one per cent of 
resources in cash on hand and in banks; another reported one 
per cent. A third bank stated that they tried to keep a minimum 
amount; that it had run at times under one per cent; that they 
‘wanted their money to earn money.’ Another bank reported 
that they had no regular practice with regard to percentage of 
cash reserve; that it amounted at present to slightly more than 
two per cent of resources.” The reserves of other banks varied 
to as high as 5 per cent. 

*° Because the changes that have taken place from month to month in total 
deposits have normally been so small when compared to the total deposits, it 
is almost impossible to speak of an index of seasonal variation of total deposits. 
Such an index was calculated by the twelve-month moving total method but, 
as is to be expected, it shows very little variation. When carried to one 
decimal place, it is 98.8 for August, October, and November, 1o1.2 for March, 
and 100 for the other months, Data from which this index was calculated 


include dividends. 
™ Association News Bulletin, Dec. 4, 1925, p. 203. 


162 SAVINGS BANKING IN NEW YORK STATE 


The above figures do not distinguish between actual cash on 
hand and cash in banks. This distinction is made in Table 
XLVIII, as of July 1, 1928. Ten of the larger New York City 
banks kept reserves as follows: 


TaBLE XLVIII. RESERVES OF TEN METROPOLITAN SAVINGS BANKS, 
JULY 1, 1928 


Per Cent To Resources Per Cent To REsouRCES 
Bank | |————__,——_ Bank = |————__; 

Cash |In Banks} Total Cash |In Banks} Total 
Pere Foc (te as 0.25 1.50 75 Ree 0.19 2.36 2.55 
Bidet: 0.01 0.88 0.89 Gh Eee) 0222 1.22 1.44 
Che 3b 0.15 2.82 2.97 EAR etre 0.36 1.76 PAS IPS 
| Da aati 0.31 0.49 0.80 | eee 0.20 1.36 1.56 
EN re os 0.13 2.03 2.16 d iweR eat ec 0.31 1.90 2520 


Source: Association News Bulletin, October 26, 1928. 


This table shows that the greatest amount of cash on hand 
held by any one of the banks was only 0.36 per cent of resources, 
and none held as much as 3 per cent of combined cash on hand 
and in banks. One bank found that only 0.01 per cent in cash 
on hand sufficed. This low reserve is more characteristic of the 
city banks than those in the country. At this time two up-state 
groups of banks had average cash reserves of 4.50 per cent and 
3.58 per cent. It may be considered surprising that the expe- 
rience of the savings banks is the reverse of commercial banks 
in this respect, since the latter must keep, under the Federal 
Reserve Act, higher reserves in the larger cities.1? The location 
of the city banks probably made it easier for them to invest sur- 
plus reserves more quickly than could the country banks, and 
since they were larger, the law of averages worked better to 
reduce the discrepancy between deposits and withdrawals. 


The increasing tendency of the banks at this time to carry 
less and less reserves is noted in the chapter on mortgages. In 
this connection, however, the banks of the state held cash on 
hand and in banks of 5.90 per cent of resources in 1918. Of this 
figure, 0.59 per cent was cash on hand. In 1928 the figures 
dropped to 2.66 per cent, of which 0.32 per cent was cash on 
hand. This meant that the actual amounts of reserves had 

™ Some of the reasons for higher reserves for commercial banks in large 


cities that may be cited are: the demand deposits may circulate rapidly; they 
may be secondary reserves of other banks; they may consist of large accounts. 
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stayed practically the same, while resources had more than 
doubled in this period. 

The trend away from liquidity during this period is also 
apparent in the decline in holdings of government bonds. The 
combined percentages of resources in cash and government 
bonds yield the following indexes of liquidity for various years: 


TOME MMR MCT sh ucodsx wh OSey Gartiahs & yaua ey See DB 
EGS” Leis Saha mS eee Meomt et peer Ves 16.0 
TORO ye scieipes A | AMR a ee Trem Vae at 8.5 
SLGVZ} S|: scan es a Sa aa ae aR Bras eeu NOs 17.6 


These figures illustrate, first, the trend away from readily 
realizeable assets into more lucrative investments that was stim- 
ulated by the competition of the 1920’s, and second, the reverse 
movement after the panic of 1929. With deposits increasing by 
large amounts every year, the question of meeting excessive 
withdrawals was not acute. In spite of this decrease in cash and 
government bonds, however, it would be difficult to assert that 
the banks were in an unsafe condition in 1929. No great excess 
of withdrawals could be foreseen, and the cash holdings ap- 
peared adequate. That they were adequate, at least to provide 
sufficient liquidity, was indicated by the fact that no savings bank 
failed. It is possible that the enthusiasm expressed for a high 
degree of liquidity and the efforts spent on attaining it have 
gone further than necessary. 

The normally small discrepancy between deposits and with- 
drawals means that the problem of liquidity is a problem of pre- 
paring for large, sudden, and unexpected withdrawals, and for 
periods of continuous withdrawals. There have been two such 
periods in recent years, the first covering nine months of 1929 
and the other stretching from April, 1932, to the end of 1933. 
If there were no other recurring income except deposits, these 
periods would mean liquidation of assets to meet withdrawals. 
There are, of course, other sources of income, principally repay- 
ments of loans, and interest on securities and loans. Because of 
the regular earnings of the banks, total deposits frequently have 
not declined even when withdrawals exceeded deposits. The 
dividends credited annually measure roughly the income of the 
banks, since the bulk of the earnings goes for dividends. In 
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TABLE XLIX. ANNUAL DIVIDENDs AND GaINs IN DEposits, NEw YORK 


STATE SAVINGS BANKS, 1925-1937 
(in millions of dollars) 


Difference be- 


Gain for 12 Gain for 12 tween deposits 
Year months ending | months ending | Dividends for and drafts, 

December 31 June 30 calendar year | calendar year 
1925). agatelers 209.4 257.6 136.8 69.6 
1926 each 257.9 207.0 149.4 111.8 
TODAS ye 302.9 297.6 163.4 143.5 
19287). 242.9 265.3 178.4 64.3 
1929 ee es — 19.8 161.7 191.8 —203.3 
19800 0 ..,,. 404.9 103.1 197.1 205.9 
1931 465.6 595.2 200.6 266.5 
LOS 2 rears 54.9 125.6 183.9 —127.2 
19838 cee —250.7 —152.0 152.8 —402.6 
193402 oe 90.2 4.6 142.9 — 54.5 
1OSSe eae. 32.5 53.29 119.8 — 87.4 
1936) ea. Siew, 2355 101.5 — 44,3 
1937 Ne ore CERT ALR NN Kapha inet pe 102.8 47.1 


Columns 1 and 3 are from annual reports of Superintendent of Banks, New York State; column 2 
is calculated by subtracting deposits on June 30 from those of the next year; column 4 is calculated 
from monthly informal reports to the Savings Banks Association. Column 1 is not the precise total 
of columns 3 and 4 because (a) column 4 lacks figures for a few small banks and (b) the last five digits 
have been dropped. 


Table XLIX it is clearly seen how the payment of dividends 
has tended to maintain the volume of total deposits. 


As a matter of fact, in the increase of deposits dividends are 
usually a greater factor than are net new deposits. Only in the 
period of rapidly growing deposits of 1930-31 were net new 
deposits greater than dividends. In 1929 and in the four years 
1932-35 withdrawals were greater than deposits, yet the effect 
of the dividends, except in 1929 and 1933, was to leave a net 
increase in total deposits. What happened, then, in terms of 
averages, was that the patrons of the banks were withdrawing 
only their dividends. As a result, the tendency for cash to leave 
the banks was usually offset. However, the loss in deposits in 
1933 was 4.7 per cent of the total deposits on January 1. For 
those banks maintaining one or two per cent cash reserves, this 
meant liquidation of assets in a demoralized bond market, but 
still not such a large part of the assets as to be permanently 
damaging. 

The liquidity illustrated by savings banks has traditionally 
been considered as the “shiftability” type, fortified by holdings 
of actual cash or deposits in other banks, rather than that of 
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frequently maturing commercial loans. The legal provision 
bearing on this point reads as follows:18 


For the purpose of paying withdrawals in excess of receipts and 
meeting current expenses, or for the purpose of awaiting a more 
favorable opportunity for judicious investment, any savings bank may 
keep on hand or on deposit . . . an available fund not exceeding 
twenty percentum of the aggregate amount credited to its depositors. 


As indicated in this quotation, liquidity is deemed necessary 
only for more or less emergency conditions. A maximum cash 
reserve ratio is set, rather than a minimum, implying that the 
best interests of the depositors lie in having the banks’ funds 
out at interest. It was the common expectation that current de- 
posits would be as great from day to day as the withdrawals, and 
that therefore the investment portfolio would not be disturbed. 
A relatively small amount of cash (the maximum of 20 per cent 
of deposits would apply more to the “judicious investment” 
aspect) was to be held in case there should be a temporary re- 
versal of the situation. 

Nevertheless, the need for funds to meet unusual with- 
drawals may be acute. The banking panics of 1929 and 1933 
were not the first in which this need was apparent in savings 
banks. After the panic of 1873, the Superintendent of Banks 
reported: 


The managers of the institutions whose deposits were heavily drawn 
upon, profess to have had the lesson very firmly impressed upon their 
minds, that it is necessary to keep the possibility of a sudden panic 
constantly before them in the management of their funds, and to be 
well prepared to meet the demands which may be made upon them. 
The need of conservative management, and of such investments as 
admit of prompt conversion of a portion of the securities held by the 
bank into money is frequently expressed. 


The outflow of deposits during panic times is aggravated by 
the existence of “investment” accounts that are withdrawn for 
investment when bond prices are low. The tendency of people 
of relatively large means to place their funds in savings banks 
during periods of poor investment possibilities has been noted 
in the chapters covering the earlier history of the banks. These 
funds may be drawn out quite suddenly when bond prices again 


* Chapter 255, Laws of 1934. 
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fall to attractive levels, and since these deposits are often quite 
large, they provide a dangerous element. In 1933, 88 per cent 
of the depositors had balances of less than $2,500, but 4.3 per 
cent of the depositors, having balances of more than $5,000, 
owned a third of all the deposits.1* These deposits are par- 
ticularly vexatious because they come at a time when the banks 
must invest them in high-priced securities, and tend to be with- 
drawn after the prices of those securities have fallen. Various 
expedients have been adopted to avoid these deposits, such as 
limits on the size of deposits that can be made at any one time, 
or over a period of time. In addition, there is the legal max- 
imum of $7,500 for any individual’s account. 

These periods also present a different problem than do 
isolated runs on banks. In the latter instance the shiftability 
theory applies because the dumping of securities by one institu- 
tion does not tend to depress the market unduly. Consequently, 
the market value of the assets does not tend to shrink below the 
claims held against them. In earlier days runs were met 
through the co-operation of other savings banks (and frequently 
other commercial banks and trust companies as well) in provid- 
ing cash for the period of emergency. Because of the haste 
necessary this was frequently done by simple arrangements, but 
of course with the understanding that the cash would be repaid. 
Because of the haste necessary, various quick methods of pro- 
viding collateral for cash loans were adopted. One very in- 
formal method was to take the mortgages of the distressed bank 
by consecutive number (each mortgage in a bank’s files bears a 
number) until the total principal exceeded the amount of the 
loan. The mortgages might exceed the loan by a few dollars or 
several thousand, depending upon the size of the last mortgage 
taken, but this system made unnecessary time-consuming ap- 
praisals of the mortgage. 

It was usually possible to allay the fears of the depositors 
before extensive liquidation of the investment portfolio became 
necessary. Frequently to stop the runs it sufficed merely to tel- 
ephone near-by banks for messengers to bring cash immediately 
by taxi, train, or airplane. A supplementary device was to bring 
in an entirely new staff of tellers from other banks, who could 
look unconcerned while paying out the deposits. The funds 

** Superintendent of Banks, Aunual Report, 1933, p. 6. 
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necessary to stop a run in a large up-state town were provided 
through a telephone call to a New York savings bank. This 
bank credited on its books a large loan to a commercial bank in 
the up-state town, which in turn gave the cash to the savings 
bank. 

The real problem of liquidity, however, as previously stated, 
means preparing for large, sudden withdrawals, and long 
periods of withdrawals that find all banks hard pressed. If each 
bank knew that there would always be other banks ready to 
help, it would have few worries over liquidity. Therefore, the 
question becomes one of finding sources of money other than 
from banking institutions. This has been frequently pointed out 
for commercial banks, and comparisons have been drawn be- 
tween them and savings banks.1° The commercial bank nor- 
mally has an appreciable amount of its resources in commercial 
loans that provide recurring cycles of repayments available for 
meeting excessive withdrawals. 

It is frequently asserted that this type of liquidity is superior 
because the bank need not rely on obtaining funds from other 
banks by selling securities when prices are very low. On the 
other hand, it should be apparent from the records of failures 
of commercial and savings banks that it does not necessarily in- 
sure greater safety. Nevertheless, the withdrawals of 1933 occa- 
sioned painful liquidation by the savings banks in some instances 
and a greater degree of “real” liquidity would have been ad- 
vantageous. 

Since savings-bank assets are long-term securities (either 
bonds or mortgages), it is usually thought that liquidity in the 
sense defined above is not possible. In fact, it is commonly 
stated that the savings character of the deposits makes liquidity 
unnecessary and hence long-term investment of the deposits be- 
comes possible. There has been at times, however, agitation for 
investment in assets more akin to those of the commercial banks. 
The discussion of the problem of liquidity engendered by the 
World War led to the adoption of bankers’ acceptances as legal 
securities, but these have never become an important percentage 
of the resources. This provision was designed to give the savings 
banks access to the federal reserve system through correspondent 


* Cf. Berle and Pederson, Liquid Claims and National Wealth (New York, 
1934), Pp- 88-90. 
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member banks, and was supplemented by the war-time power of 
commercial banks to take Liberty Bonds from savings banks for 
rediscount. 

However, it seems very possible to arrange savings bank 
assets so that they may, to a high degree, attain the same type of 
liquidity as that claimed for commercial institutions. The same 
principle could be followed if investments were so arranged that 
maturities occurred fairly evenly along the year. It would make 
little difference whether the bank was being repaid on sixty-day 
notes or twenty-year bonds; the principle of regularly recurring 
repayments would be the same. If this were arranged, market 
conditions would not be so important. 

The success of the method in either case depends upon the 
ability of the borrower to repay. The fundamental difference in 
the two instances is that the short-term commercial loan is sup- 
posed to be self-liquidating, that is, the use of the loan should 
insure its repayment. Eventually this is true of long-term loans, 
too, though the length of time before maturity may introduce a 
greater possibility of failure. The difference is that the commer- 
cial loan is supposed to be used to acquire materials used up or 
passed on in that process of production, while the long-term 
loan is used to purchase fixed assets only slightly and gradually 
used up in the same recurring stage of production. While this 
is true, the long-term loan has the advantage of averaging good 
and bad years. That is, sinking fund or serial redemption 
methods may operate over a long period looking toward re- 
demption, while temporary economic conditions may make it 
impossible to repay a short-term loan. In any case, the interest 
payments on the types of security that are eligible for savings 
bank purchase are quite sure to be made, and regularly recurring 
interest payments are an integral part of a liquid position.1® 

To take an example of such a plan, a bank might have 
$50,000,000 in deposits, $35,000,000 of which were invested in 
mortgages and $15,000,000 in bonds. Under a system of dis- 
tributed maturities, if they were divided evenly into fifteen 
parts, the bank would receive $1,000,000 a year in bond re- 
demptions. This would allow a reduction of 2 per cent of 
deposits annually, while the amount of cash was maintained the 
same for day-to-day differences and more serious withdrawals. 

* Cf. above, p. 163. 
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Few banks would be likely to experience a decline of deposits 
of this much for any great length of time. If desired, of course, 
the maturities could be arranged in fewer parts to provide a 
larger percentage each year. In this connection, the probability 
that for some years in the future the percentage of assets in- 
vested in bonds will rise at the expense of mortgages*” is 
important. 

The mortgages, too, can be arranged to provide regular in- 
come. The maturities may be arranged as in the case of bonds, 
but since requests for refinancing are usual this may not provide 
cash. Amortization, however, does increase the liquidity of 
mortgages. Under an amortization plan, the mortgage is repaid 
in installments, along with the interest, so that by maturity all 
or a large part of the loan is repaid. A monthly payment of $33 
entirely liquidates a 5 per cent loan of $5,000 (including in- 
terest) in twenty years. At the end of that time the borrower 
has paid $7,920. This represents much less interest than would 
be paid on an unamortized loan, because the principal is con- 
tinually decreasing.1® If they are not otherwise needed, how- 
ever, the funds regularly become available for re-investment. If 
half the mortgages of this hypothetical bank were amortized on 
some such basis, there would be such a large amount of cash 
coming into the bank annually that only very unusual with- 
drawals would necessitate the sale of securities. However, it is 
usually only the newer mortgages that are amortized, and it 
will be quite a few years before the amortized mortgages repre- 
sent a large part of the total.1® 

Where the banks are large enough it is possible to arrange 
the bond maturities to provide funds at regular quarterly inter- 
vals as well, though this is difficult in smaller banks. The 
amortization of mortgages, on the other hand, works equally 
well for all sizes of banks, and may be put on a monthly basis. 

If the foregoing measures fail to provide enough funds 
for emergency withdrawals, there is now the possibility of ob- 
taining assistance from the Savings Banks Trust Company and 
the Institutional Securities Corporation. A serious run might 


™ Owing to a lack of mortgages and to greater competition for them. 

“The interest would be $5,000 in twenty years, if this loan were not 
amortized, as compared with the $2,900 on the amortized loan. 

* However, by offering reduced interest rates or other inducements, the 
banks have succeeded in arranging amortization for many old loans. 
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entail borrowing from the Trust Company on collateral security, 
and if it continued, might cause sales of mortgages to the Cor- 
poration. A final bulwark would be the Mutual Savings Banks 
Fund, which could purchase assets or contribute to the surplus 
of a bank still in weakened condition. 


For the greatest degree of liquidity, therefore, it might be 
suggested (1) that the banks maintain a cash reserve determined 
by their past needs. This might be less than 2 per cent in the 
metropolitan areas and over 5 or 6 per cent in rural areas. 
(2) That they invest part of their funds in readily saleable 
bonds. The proportion of assets in this form would depend 
upon past experience in investment, but also on many other 
factors such as the local supply of mortgages and the relative 
yields on mortgages and bonds. In New York State the propor- 
tion of assets in mortgages has fluctuated around 50 per cent.?° 
(3) That they arrange their investments so that they yield a 
regular portion of the principal at certain dates. 


These safeguards would evidently provide cash for almost 
any contingency except a general breakdown of the banking sys- 
tem as serious as the Banking Holiday of 1933, or widespread 
withdrawals from all classes of banks under a popular fear of 
inflation. In such a case as the latter, all the funds available 
from the capital structure and borrowing facilities of the Trust 
Company and Securities Corporation would be but a small per- 
centage of the total deposits in the savings banks of the state.?1 
In either case, recourse for additional assistance from federal 
institutions would be necessary. But since very few of the banks 
holding as much as 10 per cent of their assets in cash “or its 
equivalent” have had to sell bonds, a program like the above, 
fortified by the Trust Company and Securities Corporation, 
should insure the depositors that they can get cash as wanted 
under almost any conceivable circumstances. 

These suggestions are based on the present policy of the 
banks of paying out any and all deposits on demand. Less 
liquidity would be needed if fewer demands for cash were per- 
mitted. Traditionally, the savings bank was supposed to be able 
to require a notice of withdrawal, and still may, but competition 


” See Chart IV, p. 67, above. 
Deposits exceeded five billion dollars in 1935. 
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with commercial banks has virtually eliminated the practice.?* 


It is probably true that a straight sixty- or ninety-day notice is 
impractical because it would cause suspicion of the banks and 
inconvenience to their customers. However, a proposal that has 
received much consideration in recent years is that of classifying 
deposits into “demand” and “time” accounts. Little or no divi- 
dends would be paid on the demand accounts, while more than 
the present rate could be paid on the others. This would prob- 
ably be particularly useful in eliminating the large temporary 
accounts. There would be a difficulty, however, in educating 
some of the depositors to the plan. Many depositors with small 
but active accounts would be likely to resent being paid less 
interest than others. But if the plan were universally adopted, 
there would be few other places for the depositors to put their 
money at better rates, and in time they would probably accept 
the situation. 

A similar remedy is the payment of less interest on larger 
accounts. It would seem that few people with $7,500, the legal 
maximum, on deposit actually need the services of the savings 
banks. The practice of paying various rates of interest on differ- 
ent size accounts has been adopted at times by savings banks in 
other states, as well as by commercial banks generally. This 
would tend to cut down on the large deposits placed temporarily 
in savings banks while not penalizing the true saver. It could 
be supplemented by a refusal to accept more than fifty or pos- 
sibly a hundred dollars a month from any single depositor,?? 
for greater deposits certainly indicate greater wealth than that 
of the traditional savings bank customer. The object of both of 
these proposals is to decrease the predictable withdrawals, and 
therefore lessen the need for as high a degree of liquidity as is 
otherwise desirable. 

Although some of the suggestions made above to increase 
savings banks’ liquidity resemble reserve practices of commercial 
banks, there are significant differences between savings bank and 
commercial bank deposits. The primary difference, of course, is 
that the latter are, to a large extent, loan created and therefore 


* Commercial banks could require notice of withdrawal of time deposits, 
but competition led both types of banks, in practice, to pay on demand. 

™ This restriction could be lifted under unusual circumstances. The pro- 
ceeds of a life insurance policy, for example, might well be accepted in one 
deposit, since that is not a recurring type of income. 
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fluctuate with business activity (i.e., with loans). Not only the 
volume of demand deposits, but their activity as well, fluctuate 
with business conditions. Chart XVIII shows the rate of turn- 
over of demand deposits in principal cities for recent years. The 
chart (see p. 156) of the annual index of activity of savings 
bank deposits shows considerably less fluctuation than does this 
chart for the years after 1920, and the monthly indexes (see 
p. 155) do not reveal any marked correspondence. 


It is the nature of commercial bank deposits to fluctuate with 
business conditions because these deposits are used in financing 
business activity. Savings deposits, however, are spent mainly 
for consumers’ goods, or are withdrawn in times of panic for 
hoarding. Hence, withdrawals may increase during prosperous 
times for greater consumption (and, before 1929, for specula- 
tion), but the variations are much less than those of commercial 
deposits. Funds withdrawn from savings banks do not as a rule 
immediately return to the savings banks, but are more apt to be 
deposited in commercial banks. That is, the sellers of the con- 
sumers’ goods purchased with these funds would normally bank 
the proceeds in commercial deposits. Consequently, there is 
little or no turnover of the same deposit as there is in the com- 
mercial banking system, where the same deposit may be used 
numerous times in the course of a year. 


It may be shown theoretically that the savings banks may 
create deposits through loans in essentially the same manner as 
do commercial banks. This question is not usually considered in 
problems of the supply of money because savings deposits are 
not subject to check, and, therefore, are not presumed to be part 
of the supply of money. The usual analysis of the creation of 
deposits by commercial banks depends upon the redeposit of 
loaned funds either in the original bank or some other commer- 
cial bank. This deposit gives excess reserves to that bank, which 
may then lend these excess reserves. For example, a commercial 
bank receives a deposit of $100 or borrows this amount of re- 
serves from the reserve bank. Supposing it to be a deposit, the 
bank has a reserve of $100 to offset the liability. If this bank 
maintains a 20 per cent reserve ratio, it may lend $80 in the 
form of a deposit. When this deposit is checked out, the bank 
will have assets of $20 reserve and $80 loans and discounts to 
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Chart XVIII 


ANNUAL RATE OF TURNOVER OF DEMAND DEPOSITS 
141 Cities* 





919 »=—-:1921 1923 1925 1927 1929 1931 1933 1935 
Source: Federal Reserve Bank of New York. 


offset the remaining $100 original deposit. The $80 that was 
checked out is expected to be deposited by the recipient in 
another bank, which, in turn, may lend $64. This process may 
continue until the total deposits of all the banks are $500, their 
loans $400, and reserves $100. 

This same analysis may be applied to a system of savings 
banks, if we suppose that withdrawals are redeposited in savings 
banks. Starting with the same primary deposit of $100, the sav- 
ings bank may lend $80, say on mortgage. The borrower would 
naturally be expected to spend the proceeds, but if the next 
recipient should redeposit that sum the combined balance sheets 
of the banks involved would show $180 deposits, $100 cash, and 
$80 loans. Then further loans might be made until a minimum 
reserve ratio was established.?* 


“Lin Lin, in an article in the American Economic Review for March, 
1937, entitled “Are Time Deposits Money?” argued that savings banks may 
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In actual practice, however, it is probably true that the sav- 
ings banks may be considered as individuals in dealing with the 
commercial banks. That is, the effect on the total expansion of 
deposits is similar whether funds are held by a savings bank or 
by an individual. Funds deposited in a savings bank deprive the 
commercial banks of a similar amount of reserves, but as these 
funds are loaned or invested they tend to return to the commer- 
cial banks and restore reserves. Then the loan expansion that 
was stopped by the original deposit in the savings bank may 
continue. The deposits of the savings banks are not increased 
by the loan process, not so much because they are not subject to 
check, but because the proceeds of savings bank loans are prob- 
ably not redeposited in savings banks. This is not to say that the 
expansion of commercial bank deposits does not affect savings 
bank deposits. On the contrary, as incomes are increased by the 
circulation of greater commercial deposits, more will be saved. 
Savings bank withdrawals also increase, and hence prosperous 
periods show increased volumes and activity of savings bank 
deposits, but not to the same extent as for commercial deposits. 

The greatest activity of savings-bank deposits tends to occur 
in times of panic, as in 1907, 1920-21, and the fall of 1929. 
In 1933, however, withdrawals were not greatly increased, and 
it was the lack of new deposits that created the problem of 
liquidity at that time. Previous to that decrease in deposits, the 
savings banks were actually benefited by new deposits that were 
made by people who had withdrawn funds from other types of 
banks. 

The problem of liquidity for savings banks, then, depends 
mainly upon the margin between new deposits and withdrawals, 
and the experience of the savings banks during the past several 
years throws considerable light on that problem. The strong 
seasonal tendencies of deposits and withdrawals lend a high 
degree of probability to the expected nature of the margins be- 
tween them. Both deposits and withdrawals tend to bear the 
same relationship to each other in specific months. In general, 


create deposits, but made the unnecessary assumption that a commercial bank 
was used in the process. It seems that the essential point is that the loan must 
be redeposited, and when it is, deposits have been increased without any 
increase in cash, 


SAVINGS BANK LIQUIDITY AND ACTIVITY OF DEPOSITS LTS 


six months may be expected to witness increases in total deposits, 
five decreases, and one month does not show such uniform expe- 
rience.?> These monthly tendencies were upset by the abnormal 
developments during the early 1930’s, but later recovered and 
continued to follow the pre-depression pattern. 


* See p. 160, above. It should be remembered that these conclusions were 
obtained without regard to the payment of dividends to depositors. 


CHAPTER XI 


COMPETITORS OF THE SAVINGS BANKS 


1 ae THE preceding chapters it is clear that the savings banks 

are important factors in the financial structure of the country. 
From their humble beginnings as the depositories of the wage 
earner they have become one of the largest sources of invest- 
ment funds and are the creditors of the nation’s railroads, public 
utilities, and governmental bodies. In carrying on the functions 

this role imposes, they are the competitors, in varying degree, of 
several other types of financial institutions. There is in the first 
instance a competition for deposits, and, secondly, for invest- 
ments for these deposits. The degree and spirit of this competi- 
tion have changed greatly over the course of years. 

From time to time the savings banks have shared with other 
investors the difficulty of finding “safe” investments that carried 
any appreciable yield. Therefore, they have not been active 
recently in seeking large new deposits. In fact, many banks 
have actually sought to reduce their deposits, especially deposits 
that might be withdrawn rather suddenly for investment. Be- 
fore the depression, deposits were looked upon as sources of 
funds that could be made to earn money; after the depression, 
deposits were frequently considered simply as liabilities. How- 
ever, the savings banks have attempted to maintain their pop- 
ularity pending another period when they may be more eager 
to receive deposits, and to that end have engaged in advertising 
campaigns, while at the same time they were discouraging large 
single deposits. 

Traditionally, the competitors of the savings banks for de- 
posits are the savings departments of commercial banks and 
trust companies and the building and loan associations. More 
recently, the newly formed savings and loan associations and 
the United States Savings Bonds have provided new elements 
of competition. The competition for new funds that prevailed 
during the 1920’s has already been mentioned (in Chapter V), 
and the rapidity with which commercial banks increased their 
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time deposits was described. After the crash in 1929 the situa- 
tion was reversed, in that large amounts of deposits flowed to 
the savings banks. In more recent years the rates of growth of 
time deposits in national banks, and savings bank deposits, have 
varied relatively to one another. Table L shows these deposits 
for the period 1932-36, with the annual percentage change. 


TABLE L. CHANGES IN NEW YorRK STATE SAVINGS BANK DEPOSITS AND TIME 
Deposits IN NATIONAL BANKS, 1932-1937 


($000,000) 
National Bank Savings Bank 
June Deposits Annual Change Deposits Annual Change 
ISR Pe ae PPA CHS TUEY PORE YORI ree ye 5) 286) Whi ih ihe rae iets 
ICR eaten 6,169 —14.6% 5,134 — 2.9% 
1934...... 6,791 10.0% 5,139 0.9% 
198508 05, 7,136 5.1% 5,193 1.5% 
1936) ei 5s 7,533 5.5% 5,216 0.6% 
OB Tien. 4s 7,788 3.3% 5,268* 0.9% 


*Estimated. 
Source; Annual Reports of Comptroller of the Currency and of Superintendent of Banks, New 
York State. 


According to these figures, the national banks enjoyed a 
rapid increase in time deposits in 1934, which did not occur in 
the savings banks until the following year. Probably federal 
deposit insurance was an important factor in the increase of 
deposits in the commercial banks. The trust companies did not 
regain the deposits they lost during the depression. Using June 
figures, their time deposits were over 4 billions in 1931, 2.58 
billions in 1933, and 2.57 billions in 1935.7 

The savings and loan associations are described more fully 
below, in relation to their competition for mortgage loans, but 
in respect to their absorption of private capital, which might 
otherwise have been deposited in savings banks, the following 
figures are significant. 

These institutions were designed to attract private funds 
that would be lent on mortgage, and were not to be established 
in localities where there were adequate home-financing institu- 
tions. As a result, only about 5 per cent of the associations were 
established in New York State, although by 1936 this 5 per cent 
attracted about 14 per cent of the total private investment in 
these institutions. Many of these associations, however, were 

* Comptroller of the Currency, Annual Reports. 
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TaBLE LI. NUMBER OF FEDERAL SAVINGS AND LOAN ASSOCIATIONS AND 
PRIVATE INVESTMENT THEREIN, UNITED STATES AND NEW YORK 
STATE, 1933-1936 


UniTepD STATES New York STATE 





Number Investment Number Investment 


December 31, 1933..... 69 $ 3,336,000 if Di sak eobsenre 
December 31, 1934..... 639 80,830, 562 23 11,293,799 
June SONI Saeee 851 183,823,442 33 12,786,854 
June SOLIS 6s er 1,135 432,621,241 53 58,111,200 


Source: Federal Home Loan Bank Board, Annual Reports. 


located in areas not served by savings banks and, furthermore, 
most of them, since 1934, have been organized by converting 
state-chartered building and loan associations already doing 
business. Therefore, the amount of new funds attracted in this 
area cannot be considered great. 


United States Savings Bonds have become perhaps the 
greatest competitor for savings. Over $900,000,000 of these 
bonds were sold between March, 1935, when they were first 
offered, and September, 1937. Over $90,000,000 were sold in 
New York State.” During this time withdrawals exceeded de- 
posits in the savings banks of the state by over $140,000,000. 
The Treasury Department provides a “Regular Purchase Plan” 
by which purchasers are reminded at intervals to buy another 
bond. The bonds are sold in convenient denominations, and 
mature in ten years. For each $100 of maturity value, the pur- 
chaser pays $75, which represents an increase of 33.3 per cent 
in value over the ten years, or slightly less than 3 per cent com- 
pounded annually. They can be purchased in as low denomina- 
tions as $25 (for $18.75) and as high as $500 (for $375). 
These bonds provide an excellent method for systematic saving, 
and should appeal to that type of saver who contemplates ex- 
penditures at the end of the ten-year period, or who wishes to 
obtain a sort of annuity by investing (let us say) $37.50 a month 
today in order to receive $50 a month beginning in ten years. 
They offer the saver as great safety as he can find anywhere, as 

*Letter from James W. Bryan, Chief, Information Section, Treasury De- 


partment. Figures are for maturity values. According to Associated Press 
dispatches, total sales reached a billion dollars in December, 1937. 
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far as fixed dollar obligations are concerned. Market fluctua- 
tions are not a factor as the bonds are not quoted. The yield is 
greater than the present savings bank dividend rate (2 per cent 
compounded quarterly in New York State), though this advan- 
tage may disappear if dividend rates are altered. 

However, other types of savers would probably find that 
these bonds do not meet their specific requirements. The fluc- 
tuations in deposits and withdrawals, discussed in Chapter X, 
indicate that there are many savings-bank depositors who save 
for a purpose to be met within a year, or certainly in less than 
ten years. There are many others who save smaller amounts 
than the smallest savings bond, and deposit perhaps three or 
four dollars, either regularly or when they find it convenient. 
Some use their deposits currently. The smaller yield obtained 
on the bonds if returned before the maturity date might deter 
some who saw a possibility of spending the money inside of ten 
years. Finally, the element of relative safety is probably not 
of great importance to many people because of the widespread 
impression that the savings banks are very safe. 

The savings bankers have considered several methods of 
meeting the competition from these bonds and perhaps the most 
likely one is to offer a higher rate of return to depositors who 
agree to leave money on deposit for longer periods of time, or 
to those who save consistently without withdrawals. This rate 
would not be guaranteed except in relation to a current base 
rate. If the depositor withdrew his funds before the expiration 
of the stated period, he would receive the regular dividend rate. 
The advantage of this plan to the banks is the increased ability 
to calculate rather closely when to expect the withdrawal of 
these deposits. The banks could, therefore, afford to pay a 
somewhat higher rate on these deposits. 

This proposal raises the question, however, whether it would 
be desirable from the social point of view to have the banks 
handle these funds. Since the banks are at present investing a 
large part of their funds in government securities, it appears 
that this would only be adding an extra link in the chain be- 
tween the investor and the Treasury. The advantage from the 
point of view of the depositor, who is the main party to be con- 
sidered, is that by making his investment indirectly through a 
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bank, be may be enabled to enjoy the benefits of the diversifica- 
tion of the bank’s investments. This would not add to the safety 
of his funds, but it would be possible for him to share in the 
yield on corporate bonds and mortgages, which might in the 
future raise his income above that on the savings bonds. Such a 
procedure would be, to some extent, a disadvantage to the Treas- 
ury, inasmuch as only a part of these funds would be diverted to 
government bonds. One of the main purposes of the Treasury 
in offering these bonds, is to fund the federal debt in the hands 
of the public, rather than in the banks. To the extent that the 
savings banks increased their holdings of government bonds, 
this objective would be attained, for, from the point of view of 
credit policy, the savings banks are not in the same category with 
the commercial banks. 


Although the competition for deposits is still of significance, 
the competition for mortgages has become of greater importance 
in recent years. The savings banks have had a plethora of funds 
seeking investment, but the supply of sound mortgages has been 
drastically reduced. At the same time, federal legislation has 
provided new mortgage-lending agencies that have absorbed the 
greater part of the new mortgage-lending business. This legis- 
lation is made up of several different enactments, beginning with 
the Federal Home Loan Bank Act of 1932. Much of the legis- 
lation has been passed with the idea of co-operating with or 
assisting existing mortgage lenders, with further objectives of 
hastening re-employment and stimulating building. 

The commercial banks have always been a factor in the 
mortgage field, but the banking legislation of the present admin- 
istration has increased their activity. Before that, the McFadden 
Act of 1927 had opened up for them more of this business by 
permitting national banks to lend on five-year first mortgages 
up to 25 per cent of their capital and surplus, or 50 per cent of 
their time deposits, whichever was larger. With the increase in 
time deposits in commercial banks between 1920 and 1930 and 
with the encouragement of the McFadden Act, there was a 
rapid increase in mortgage lending by these banks. National 
banks had $230,000,000 in mortgage loans in 1920 and $1,473,- 
000,000 in 1930, and increased them further to $1,617,000,000, 
the high point of 1932. The influence of the McFadden Act is 
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reflected in the increase from $725,000,000 in 1926 to $1,285,- 
000,000 in 1928.° 

The Banking Act of 1935 further eased the restrictions on 
mortgage lending by commercial banks by allowing loans up to 
50 per cent of the capital and surplus, and by relaxing the re- 
quirements as to location of the property and the percentage of 
the appraisal that might be lent. Commercial banks may also 
purchase from other institutions mortgages insured by the Fed- 
eral Housing Administration. This law was one of the results 
of the great volume of commercial bank funds seeking invest- 
ment at rates approaching zero after 1933. From the point of 
view of banking theory, there is much to be said in criticism of 
this development of greater mortgage lending by commercial 
banks. The commercial banks are traditionally interested in 
short-term loans to commerce, industry, and agriculture. Be- 
cause of the greater frequency of their repayment, short-term 
loans are better assets to offset the demand liabilities of commer- 
cial banks than mortgages are likely to be. While it is true that 
the increase in commercial bank time deposits has been the basis 
for the expansion of mortgage loans, it should also be remem- 
bered that many depositors consider their time deposits to be 
withdrawable on demand, as they usually are in practice. Prob- 
ably a greater disadvantage in commercial banks making mort- 
gage loans is the different technique and knowledge required 
for this type of lending. It requires a knowledge of real estate 
that many commercial bankers have never had the opportunity 
to acquire, and mortgage lending is more of a personal transac- 
tion than is most of the commercial loan business. —This means 
that time and effort must be expended by the commercial banker 
trained only in making commercial loans. 

The fact remains, however, that when this law was passed 
there was a large amount of excess reserves in the commercial 
banking system, which had few outlets for investment. Still, it 
would probably have been a wiser move for Congress to have 
encouraged the regular mortgage lenders than to have encour- 
aged commercial banks further along this road. One possibility 
for the commercial banks would have been the development of 


*B. M. Anderson, 4 Critical Analysis of “The Supply and Control of 
Money in the United States,” p. 6. 
“This argument is weaker in the case of rural than urban bankers, 
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medium-term loans, of from one to five years. This field seems 
to be the least developed of all types of lending, whereas, rel- 
ative to the demand, there have usually been sufficient funds for 
long-term needs.® A lack of loans has often been caused more 


by an unwillingness to lend than by an actual shortage of loan- 
able funds. 


The conclusion seems inevitable that the best source of funds 
for long-term illiquid loans is long-term deposits of a savings or 
investment nature. The description in the preceding chapter 
of the fluctuations of deposits of savings banks shows that the 
total volume of deposits seldom declines enough to make 
liquidation of mortgages necessary, while the deposits of com- 
mercial banks have declined drastically in periods of business 
recession. While the savings banks hold many deposits that are 
relatively active, or that do not remain long in the banks, the 
normal tendency is for the annual deposits to exceed the with- 
drawals slightly, and hence the total of deposits remains rel- 
atively stable. Thus there is a strong basis for the expansion of 
mortgage lending by savings banks, especially in view of recent 
developments in amortizing loans, which acts to reduce each 
loan periodically and to keep the banks supplied with cash. 


In this respect it might also be argued that amortization 
makes mortgage loans suitable for commercial banks. It is un- 
doubtedly true that amortization makes them more suitable, but 
it is still an unsatisfactory substitute for liquidity, and the loans 
cannot be realized upon quickly as a rule. A stronger argument 
against the extension of mortgage lending by commercial banks 
lies in the advantages of specialization of banking functions in 
contrast to the increasing departmentalization of banks that has 
taken place in the last several years. Most commercial banks 
are not large enough to maintain expert departments for differ- 
ent types of loans, and it would seem that there is more to be 
gained from specialization than in the attempt to do all kinds 
of banking business under one roof.® The statistics of bank fail- 
ures tends to substantiate this contention. During the five years 

*See Morton Bodfish, “A Sound System of Mortgage Credits and its 
Relation to Banking Policy,” Journal of Land and Public Utility Economics, 


Aug., 1935, Pp. 217. ES . 
° This was partially recognized in the Banking Act of 1933, in the pro- 
vision divorcing investment affiliates from commercial banks. 
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1926-30 there were 4,096 bank suspensions.7 Only fifteen of 
these occurred in New England, where the savings banks have 
long done a large part of the mortgage lending. Thirteen of 
these fifteen suspensions took place in 1930, leaving only two 
for the other four years. In the Middle Atlantic states sixty-one 
suspensions occurred. In this group of states the savings banks 
also made a large part of the mortgage loans, although not to 
the same extent as in New England. There are, of course, many 
other reasons for the much more numerous bank failures in 
other parts of the country, such as insufficient capital, over- 
banked conditions, depressed agricultural prices and other local 
factors, but these statistics nevertheless seem to uphold, at least 
in part, the argument for specialization of banking functions. 
Most of the banks that failed after 1920 were not members 
of the federal reserve system. Under present legislation mem- 
ber banks would find it possible to discount mortgages at their 
federal reserve bank, and mortgages might in this way attain a 
greater degree of liquidity. However, this development still 
does not seem as desirable as having the mortgages in institu- 
tions that would, by the nature of their deposits, have less need 
for rediscounting. The Banking Act of 1935 provides that the 
federal reserve banks may, at the discretion of the Board of 
Governors, lend on “any sound assets.”® If the Board of Gov- 
ernors approved these loans in a period of liquidation, the re- 
serve banks might become loaded with mortgages the servicing 
of which would entail considerable trouble. If the reserve 
banks found it necessary to foreclose on many of the mortgages, 
that would raise further problems. These problems could be 
more readily met by an organization like the Institutional 
Securities Corporation, established for that particular purpose. 
Further mortgage-lending agencies set up in recent years 
fall under five main headings, four of which are co-ordinated 
through the Federal Home Loan Bank Board. An idea of the 
arrangement of the federal mortgage financing systems may be 
gained from the outline in Table LII. The Federal Home 
Loan Bank Board controls the Federal Home Loan Bank Sys- 
tem, the Home Owners’ Loan Corporation, the Federal Savings 


™ Annual Reports of the Federal Reserve Board. 
® These loans bear a rate one half of one per cent above the regular 
rediscount rate. 
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TABLE LII. 


Federal Home Loan 
Bank System 
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Feperat Home Loan Banx Boarp 


Federal Savings 
and Loan 
System 


Federal Savings 
and Loan Insurance 
Corporation 


Home Owners’ 
Loan Corporation 


NATIONAL MorTGAGE FINANCING INSTITUTIONS 


Federal Housing 
Administration 


Created by Federal 
Home Loan Bank 
Act, July 22, 1932, 
as amended. 


A credit reserve 
organization for 
thrift and home- 
financing institu- 
tions. 


Twelve Federal 
Home Loan Banks. 


Authorized by 
Ex OG Act: 
June, 1933. 


Local mutual 
thrift institutions, 
chartered by F. H. 
L. B. Board. 
Encourage long- 
term accounts and 
lend on mortgage. 


Individual savers 


To insure solvency 
of accounts of 
members of Sav- 
ings and Loan 
Associations, up 
to $5,000. 


Insured investors. 


Refinanced mort- 
gages by exchange 
of bonds for 
mortgages. 


Since June 1936, 
engaged mainly in 
servicing its loans 
and liquidating 
properties. 


Individual mort- 
gagor and bond 


Authorized by Act 
of June, 1934, 


To insure lenders 
against loss on 
modernization and 
repair loans, and 
to insure mort- 
gages. 


Lending institu- 
tions. 


Member banks: 
mainly savings and 
loan associations. 


and borrowers. purchaser. 


Individual savers 
and borrowers. 








and Loan Associations, and the Federal Savings and Loan In- 
surance Corporation. The Federal Housing Administration 
supervises insurance of loans. 


The Federal Home Loan Bank Act of July, 1932, was 
copied largely after the Farm Loan Act. In order to increase 
the supply of funds in the home mortgage market, the bill pro- 
vided for a Federal Home Loan Bank Board and twelve re- 
gional banks that were to have as members, co-operative banks, 
building and loan associations, homestead associations, and any 
of the following that, in the opinion of the board, were qualified 
to make long-term mortgage loans: savings banks, trust com- 
panies, other banks, and insurance companies. Each member 
was to buy at least $2,500 of the capital stock of its home loan 
bank, plus one per cent of the unpaid principal of its mortgage 
loans. Each regional bank was to have a minimum capital of 
$5,000,000, and any capital not taken up within thirty days 
was to be subscribed by the Treasury. Almost all of the institu- 
tions that joined the system were building and loan associations, 
except for the newly formed federal savings and loan associa- 
tions. Others, and many of the building and loan associations, 
did not care to become members. 
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TABLE LIII. MEMBERSHIP IN FEDERAL HoME LoAN BANK SYSTEM, 
JUNE 30, 1936 


Resources 
Members Number ($000,000) 
State-chartered building and loan associations, 
co-opekativerbanks,fetc:. ... 0.1... a6 oa Db Smls; 2,422 
Federal savings and loan associations........ Say. 657 
SAVIN ESI DAN KSMM econ ck ecco ease ct 8 154 
IDnsurancelcompanics an. er sre enicie ts cs en 4 17 


*Plus twenty newly chartered institutions in process of qualification. 
Source: Federal Home Loan Bank Board, Fourth Annual Report, p. 15. 


The purpose of the home loan banks was to make advances 
to members, on the following conditions: (1) up to 60 per cent 
of amortized home mortgages of eight years or longer (later 
changed to 65 per cent), (2) up to 50 per cent of unamortized 
mortgages, (3) in no case, however, over 40 per cent of the 
appraised value of the real estate. Mortgages with over twenty 
years to run, those that represented over 75 per cent of the ap- 
praised value of the real estate if the mortgages were amortized 
or 60 per cent if they were not, or mortgages whose unpaid 
principal exceeded $15,000, were not eligible for loans. An 
important amendment, in view of later developments, was 
added by the Senate, providing for direct loans to home owners 
if they were unable to secure funds from other sources. 

The banks were empowered to issue bonds on the security 
of the mortgages taken, and as nearly as possible, the loans were 
to be kept not less than 190 per cent of the outstanding bonds. 
The interest on the bonds was not to exceed 5.5 per cent for 
those issued within seven years, and 5 per cent thereafter. Each 
bank was jointly liable for the bonds and was to build up re- 
serves of 100 per cent out of earnings. A quarter of a billion 
dollars was voted to put the plan in operation. 

Former President Hoover, in proposing this legislation, 
stated that “such action will relieve present distressing pressure 
against home and farm property owners. It will relieve pres- 
sures upon and give added strength to building and loan asso- 
ciations, savings banks, and deposit banks, engaged in extending 
such credits. . . . It would revive residential construction and 
employment. It would enable such loaning institutions more 
effectually to promote home ownership.’ 


° House Hearings, p. 13. 
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The savings banks in New York State did not feel that the 
proposed banks would add much desirable flexibility to their 
operations, and only a small majority felt that the banks would 
add to the amount of credit available in their communities. 
They were decidedly opposed to the belief that there was a need 
for new construction, but about half felt that the bill would 
relieve the dangers of foreclosures.1° For all mutual. savings 
banks in the country, however, there seemed to be a feeling that 
the banks would provide flexibility and security, and increase the 
amount of credit available, while only a few saw a need for 
further construction or thought that the banks would lessen the 
dangers of foreclosure. At this time the banks were beginning 
to accumulate foreclosed real estate, and hence would naturally 
not favor further building, while the ability of borrowers to 
pay, and hence to reduce foreclosures, was not increased by the 
bill. Any assistance that the home loan banks might give to the 
savings banks in New York State was problematical because of 
the lack of state legislation permitting them to join the system. 

On June 30, 1936, there were 109 members of the Home 
Loan Bank System in New York State. Six months earlier their 
assets were $396,508,669.11 The borrowing capacity of these 
members was $85,000,000, while for all members in the country 
it was $956,740,878.12 The member institutions in New York 
State had mortgage loans outstanding at the end of 1935 of 
$297,023,876, and during 1936 made $19,260,841 of loans for 
the following purposes:'% 


Construction tie 4 ere aes he ee ee ae $9,049,252 
Reconditioning: (25. Leech). 2 Pee 252,272 
Refinancing: 02 oe er. PR eee 3,635,888 
Purchasevieb homes: | Se vans IS. Ne ee 595799420 
Other punpdses « satists ail ah. ace 744,009 


These loans were made at a time when the savings banks were 
reducing their total mortgage loans outstanding. 

One of the biggest administrative difficulties encountered by 
the home loan banks came from the provision for direct loans. 
This provision was intended as an emergency measure, much as 

* See report on answers to questionnaire, Senate Hearings, p. 560. 


" Fourth Annual Report, Federal Home Loan Bank Board, pp. 108, 111. 
¥ Ibid., p. 16. ® Ibid., pp. 111, 125. 
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the amendment providing for direct loans to industry by Fed- 
eral Reserve Banks. The impression that this would be the 
chief function of the banks soon became general, however, and 
they were besieged with demands for loans. Many applicants 
were unable to prove their inability to raise funds elsewhere. 
Furthermore, the loans were limited to 40 per cent of present 
value, with the result that the whole loan could not be refi- 
nanced nor foreclosure stopped.** 

This situation led to, and made almost mandatory, the pas- 
sage of the Home Owners’ Loan Act of 1933. This act repealed 
the direct loan provision of the former act, and provided for a 
Home Owners’ Loan Corporation with $200,000,000 capital 
subscribed by the Treasury and the power to issue up to $2,000,- 
000,000 in bonds. The interest on the bonds was guaranteed by 
the government, but later it was found necessary to guarantee 
the principal as well, in order to protect their value. The Corpo- 
ration could, for a period of three years, exchange these bonds 
for home mortgages, with mortgagees, or sell the bonds and ad- 
vance cash. The face value of the bonds exchanged was not to 
exceed 80 per cent of the appraised value of the property. Cash 
advances were to be only for taxes, assessments, or necessary 
replacements and repairs. 

There was a great public demand for assistance from the 
H. O. L. C., and the maximum limit on bonds that could be 
issued was raised to $4,750,000,000 by the Act of May 28, 
1935. Of this sum, $400,000,000 could be used for necessary 
repairs and reconditioning of homes securing H. O. L. C. loans, 
and $300,000,000 could be used for investment in home-financ- 
ing institutions or the federal home loan banks. By the spring 

“Regulation No. 3 of the Board stated: “unfortunately, the public has 
apparently gotten an impression that the chief purpose and function of the 
federal home loan bank system is to make direct loans, under section 4d, to 
individuals in distress, without regard to the value of the property or the 
capacity of the applicant to repay. In view of this misunderstanding of the 
fundamental purpose of the act, and further in view of the very genuine dis- 
tress of many people, the administration of section 4d will call for the exercise 
of tact, diplomacy, and patience. . . . Section 4d of the Federal Home Loan 
Bank Act clearly contemplates that direct loans to individual home owners 

. may be made in the event they are unable to obtain mortgage money 
from any other source. In correspondence and personal interviews .. . it 
should be pointed out that .. . institutions customarily make loans far in 


excess of the 40 per cent of value limit . . . and that, consequently, distress 
cases can be far better taken care of through those institutions,” 
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of 1934 there were over 35,000 applications per week for loans, 
which were stopped in November with total applications for 
$5,500,000,000. After the limit on bonds had been raised, the 
corporation received applications for another thirty-day period, 
which brought the total applications to over six billion dollars 
for average loans of $3,282. By June, 1936, the Corporation 
had issued over $3,700,000,000 in bonds, most of which were to 
be exchanged for mortgages. These bonds bore interest at 4 per 
cent, but were called when the principal was guaranteed. All 
payments received by the Corporation on loans are required to 
be used for retiring bonds.1® 


A small. volume of these bonds soon found its way into the 
portfolios of the savings banks. By January, 1936, the banks 
owned over $100,000,000 of H. O. L. C. bonds.1® Apparently 
most of these bonds were obtained in exchange for mortgages. 
Data published by the Federal Home Loan Bank Board do not 
segregate refinanced loans of savings banks from those of other 
banks and trust companies, but the savings banks make up the 
largest part of the combined figures.17 By May 1, 1936, the 
Corporation had refinanced nearly 80,000 first mortgages in 
New York State. Exactly one third of these had been made by 
banks and trust companies, and approximately one quarter by 
individuals. The refinanced mortgages of banks and trust com- 
panies amounted to approximately $120,000,000. Even if all 
of these had been made by savings banks, they would have 
amounted to approximately only 4 per cent of their total mort- 
gages on that date, and hence it must be concluded that the 
refinancing measures of the H. O. L. C. were not of great direct 
importance to the savings banks. 


An important feature of the act was the creation of federal 
savings and loan associations, “in order to provide local mutual 
thrift institutions,” but only where “the community to be served 
is insufhciently served by local thrift and home financing insti- 
tutions.” The associations were designed to attract private funds 
to the mortgage market, for although the Treasury was em- 
powered to purchase their preferred shares, the amount held by 
the Treasury was not to exceed the amount of stock held by 

* Federal Home Loan Bank Board, Fourth Annual Report, pp. 29-42. 


** Superintendent of Banks, New York, Axnual Report, 1936, p. 6. 
“ Federal Home Loan Bank Review, July, 1936, p. 351. 
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others. Each association was to be a member of a home loan 
bank. Any member of a home loan bank could be converted to 
a federal savings and loan association. 

This act was proposed as a measure of relief for small home 
owners, and at first the limit to the value of the homes was put 
at $10,000. No one was to be granted a loan who could find it 
elsewhere. Later the limit on loans was raised to $14,000, and 
the appraisal limit raised to $20,000. The earlier limit, it was 
estimated in the hearings on the bill, would include three 
fourths of the owner-occupied homes.1® The Corporation was to 
take up the mortgage held by another institution, give bonds in 
exchange, pay taxes and incidental items in cash, and give the 
owner a new mortgage up to 80 per cent of the appraisal. The 
mortgage was to be amortized over a fifteen-year period. The 
H. O. L. C. ceased lending in June, 1936, and has since been 
engaged mainly in servicing its mortgages and liquidating its 
properties. 

From the point of view of the savings banks, this was 
clearly a measure designed for assistance and co-operation, as far 
as the refinancing was concerned, but the apprehension prevailed 
that the savings and loan associations might not always be estab- 
lished where the “community to be served was insufficiently 
served by local thrift or home financing institutions.” It was 
claimed that in one third of the counties of the nation there was 
no kind of institution providing funds to finance homes.1® In 
New York State, however, there were only 5 counties out of 62 
that had no eligible institution, while 54 counties had building 
and loan associations and 33 had savings banks. 


The savings and loan associations provided by the Home 
Owners’ Loan Act have assumed a principal role in the new 
mortgage-lending business. They are permitted to lend up to 
80 per cent of appraised value, while the savings banks are re- 


* This limit would also exclude the less safe loans, and the speculative 
loans on apartments and hotels; it would include a manageable part of the 
total loans; and it was therefore thought that the bonds could be floated at 
better rates. Because of the low values of real estate, homes originally costing 
more than $10,000 would be included. 

* Testimony of Horace Russel, General Counsel, F. H. L. B. Board, At- 
lanta, Senate Hearings. ‘The banks which used to render this service are either 
out of business or have entirely . . . discontinued making long-term loans on 
real estate.” 
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TABLE LIV. NEw MortGaGEs AND ASSIGNMENTS RECORDED IN WESTCHESTER 
COUNTY, 1930 AND 1935, BY LENDER 


Oct. anp Nov., 1930 Ocr. anp Nov., 1935 

Lender Amount Per Amount}. Per 

No. ($ 00) Cent No. ($ 00) | Cent 
Savings & Loan...... 160 849.0 7 135 805.5 42 
Savings Banks....... PALS Wola plo) 23 15 69.3 3 
Commercial Banks .. . 137 | 1,529.9 13 44 238.9 12 
Mortgage Companies . S65))|s5 502550 44 ..). ee x: 
Insurance Companies. 15 166.5 1 16 164.0 8 
Others: Hentiavs asi 377 | 1,487.5 12 182 713.4 35 
Motals eae wee 1,273: |125087,.7.) 100 390 =: |2,036.3 | 100 


Source: Mortgage Conference of New York, originally from Westchester Real Estate Conference 
and mortgage records. 


stricted to 60 per cent.2° This enables a builder of a new home 
to finance its sale without taking back a second purchase money 
mortgage, which he would have to sell at a discount, if not hold 
to maturity. These loans have appealed to buyers of new homes 
because they represent a means of paying off the whole loan 
regularly over a long period, and there is the convenience of 
having taxes, amortization, interest, and insurance included in 
one payment. Frequently the loans are not insured, however, 
because insurance costs the borrower one half of one per cent 
more in premiums and service charges. 

Tables LIV and LV reflect the extent to which the savings 
and loan associations dominate in Westchester County and the 
Borough of Queens. It will be noticed in Table LIV that the 
savings and loan associations lent slightly more in the latter 
period, but the decline in the loans made by the other institu- 
tions between 1930 and 1935 lifted the percentage of business 
going to the associations from 7 to 42 per cent.?1_ The savings 
banks formerly did 23 per cent of the business in Westchester 
County, but only 3 per cent in the two months of 1935 shown 
in the table. The mortgage companies dropped out completely, 
although they had made 44 per cent of the loans in 1930. These 
loans were offered for resale, so that the savings banks and other 

” Recent legislation has changed these percentages to go and 66.6. In 
many instances the savings banks would refuse to lend more than 60 per cent, 
even if they were authorized to lend more. 


™ More correctly, they would be called building and loan associations in 
1930. 
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institutions had access to this 44 per cent, although they did 
not actually make the loans in the first instance. A similar 
situation is illustrated by the figures for Queens taken from the 
experience in two months of 1935. 

Since the data in this table do not include loans other than 
home loans, they overemphasize the importance of the savings 
and loan associations in the whole mortgage field, since the in- 
surance companies, savings banks, and other institutions also 
lend on other properties. 

The mortgage-lending activities of the savings and loan asso- 
ciations were encouraged in New York State by an investment 
of over eight million dollars by the Home Owners’ Loan Cor- 
poration, which also invested $440,000 in the state-chartered 
building and loan associations.?? These funds were in addition 
to the private investments in the institutions. 

The final part of the federal mortgage-financing scheme was 
the National Housing Act, the primary aim of which was to 
insure lending institutions against losses incurred in lending on 
real estate security and to provide funds for repairs, alterations, 
and improvements. Title I created a Home Credit Insurance 
Corporation, with a capital of $200,000,000 subscribed by the 


TaBLE LV. Home Loans, BOROUGH OF QUEENS, BY LENDER, 
AUGUST 14-SEPTEMER 25, 1935 


Lender Number Amount Per Cent 

SavinessatcWoanbarys i.e 5 -fa sia clele pile: 222 $ 905,285 48 
Mer ivaiclina sistem ele ae sins. s aise oeeinials 74 346,903 18 
SAVIN ES DANKGEM MEA ee stele trec, 41 194,500 10 
CommercialBanks sai ranon aetna wii 34 135,632 7 
Insurance Companies................ 14 70,115 4 
Mortgage Companies............:... 11 48,650 3 
BIO EMers erie Emini evn tiles iillsl sor oas . 48 194,000 10 
MO talPem le Wat satiercied wa, Wes dhe 444 $1,895,085 100 





Source: See Table LIV. 


Treasury. The Corporation could insure banks, trust companies, 
personal finance companies, mortgage companies, building and 
loan associations, installment lending companies, and others 
against losses on loans made. for the above purposes prior to 
January 1, 1936. The insurance was limited to 20 per cent of 


=F. H. L. B. Board, Fourth Annual Report, p. 120. 
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the loans of any institution, and to loans not exceeding $2,000. 
The Corporation could also lend to these institutions on mort- 
gage collateral. 


The Housing Administration was also authorized to insure 
home mortgages, in addition to the modernization loans. Orig- 
inally these mortgages were restricted to 80 per cent of the ap- 
praised value of the property and to a maximum amount of 
$16,000.28 The Corporation was authorized to issue notes, 
debentures and bonds, which were guaranteed, interest and prin- 
cipal, by the government. The Corporation was charged with the 
duty of stimulating only “socially desirable” building.** Later 
amendments to the original act allowed insurance on loans up 
to $50,000 made prior to April 1, 1937. Only 10 per cent of 
the modernization loans of any institution could be insured, and 
the Treasury’s commitment was reduced to $100,000,000. 

Title II provided for National Mortgage Associations, to be 
established by any five or more persons, (a) to lend on mort- 
gage security, (b) to buy and sell credit instruments secured by 
mortgages, (c) to borrow money for the above purposes by issu- 
ing bonds or debentures. These associations were designed to 
add liquidity to the mortgage market, but they have not de- 
veloped. In fact, none had been formed as late as January, 
1937- 

Title III created the Federal Savings and Loan Insurance 
Corporation, with a capital of $100,000,000 subscribed by the 
Home Owners’ Loan Corporation, to insure accounts in the — 
savings and loan associations. In the event of default by an 
insured institution, the insurance corporation was to pay to each 
insured member the amount of his account. The purpose here 
was to encourage further the entry of private capital into the ° 
mortgage field. The insurance was to be paid in three install- 
ments, (a) not over 10 per cent in cash, (b) 50 per cent of the 
remainder in one year, and (c) the rest within three years. The 
member might elect instead to receive an account in a solvent 
institution. No account was to be insured for over $2,000. 
Savings banks were not made eligible for this insurance. 

® First Annual Report of Federal Housing Administration, p. 15. Savings 


Banks were permitted to lend 80 per cent on insured mortgages, the 60 per 
cent limit being lifted. “Title I, Section 5. 
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Title IV of the act contained amendments to existing laws. 
Restrictions on advances to members by the Federal Home 
Loan Banks were changed to 90 per cent of the unpaid principal 
of the mortgages, if the mortgages were insured. For amortized 
home mortgages of an original term of eight years or more, the 
loan might be 65 per cent of the unpaid principal, but not more 
than 60 per cent of the value of the real estate. For unamor- 
tized loans, the advance could not exceed 50 per cent of the 
unpaid principal nor 40 per cent of the appraisal. In this way 
insured and amortized mortgages were encouraged. Loans in- 
sured under this act were exempted from Federal Reserve Act 
restrictions, and six-months loans to finance home or farm con- 
struction were in the future to be classed as commercial loans 
and to be made eligible for rediscount. 

The National Housing Act, through the above measures, 
was devised to further recovery and re-employment. An at- 
tempt was made to reduce building costs by setting up eligible 
lending institutions and insuring them, up to 20 per cent of 
their loans, against loss. For permanent re-employment, a per- 
manent stimulus to building was provided in a more attractive 
mortgage market. For the lender, the improvements come 
through the insurance features; for the borrower, from amor- 
tization.?° The total charges on a loan include interest, amortiza- 
tion, and insurance, and reach 9 per cent a year. Second mort- 
gages are eliminated by the higher percentage of value loaned. 

The savings banks evidently had little fear of the competi- 
tion of the agencies proposed under this act, at the time of its 
passage. The President of the Savings Banks Trust Company 
presented their joint opinion in the hearings on the bill, as 
indicated in the following quotation.?° 

* Under the insurance plan, the lender may foreclose for himself, or turn 
the property over to the insurance corporation. In exchange, he would be 
given guaranteed debentures payable in three years after the maturity of the 
mortgage. The following assumptions were made in calculating the insurance 
premiums, to make sure that they were adequate: (a) that all mortgages were 
insured at 80 per cent of appraisals, (b) that 25 per cent of the total face 
value of the mortgages defaulted, (c) that only 50 per cent of the appraisals 
of defaulted properties were realized, (d) that all the defaults occurred in 
the early years, when the risk is greater because of smaller amortizations, and 
(e) that two years were necessary to dispose of defaulted properties. See 


Senate Hearings, p. 19. 
* Testimony of Mr. Charles A. Miller, Senate Hearings, pp. 310-311. 
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SENATOR BARKLEY. Are you prepared to comment on the fear 
that has been expressed that these agencies will compete with exist- 
ing lending agencies of the country? 

Mr. Miter. I do not believe that this will in any way harm- 
fully interfere with the building and loan associations, any more than 
I think it will harmfully interfere with savings banks. I am just as 
much interested in getting good loans for the savings banks, when 
we get in the loan market, as anyone can possibly be in getting good 
loans for the building and loan associations. 

SENATOR Couzens. Will these national mortgage associations 
compete with the savings bank, the trust companies, and the build- 
ing and loan associations, which you say will be anxious to get good 
loans? 

Mr. Miter. Of course, there is always some competition in 
that sort of thing, but I think not. As a matter of fact, I think they 
will be helpful to those institutions. ‘The fact is, as I say, that we 
have great parts of our country, and great parts of my own State 
. .. where we have a supply of money that considerably exceeds the 
supply of mortgages. If that money, for instance, is all spent in the 
city of Utica, it would be very competitive to the savings banks there. 
On the other hand, if it is spread over the country in regions where 
there is more demand for building and more demand for loans than 
there is money to supply it under the agencies these associations set 
up, then I think it will have, really, a beneficial effect on us. 

SENATOR BarKLEY. ‘The theory is that they would not be set 
up in case they were needed. 

Mr. Mitier. My feeling is that they are needed. .. . I think 
it will do a great good in another way, both to the building and loan 
associations and the savings banks. ‘There is one thing by which 
both of us are hurt. . .. That is by the general depreciation in real 
estate, which is due, more than any one thing, to the drying up of 
the reservoir of mortgage money. People cannot buy the real estate 
that we have had to take on foreclosure, because there is not mort- 
gage money generally available. 


Although the national mortgage associations contemplated 
in this act have never developed, the insuring functions of the 
Federal Housing Administration have been important in stim- 
ulating construction and encouraging investment in mortgages. 
By the beginning of 1937 the Housing Administration had ac- 
cepted 157,758 mortgages for insurance, totalling over $600,- 
000,000. Of these, $438,000,000 were accepted in 1936. The 
Administration had also insured over $500,000,000 of modern- 
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ization and repair notes, about half of which were insured 
during 1936.27 Modernization and repair notes insured in New 
York State totaled approximately $100,000,000, and claims 
paid on this insurance were slightly in excess of $1,000,000. 

This aspect of the federal mortgage legislation was not of 
great importance directly to the savings banks. Savings banks 
financed only 0.7 per cent of the modernization and repair notes 
that were insured.?8 They also provided only 3.6 per cent of 
the mortgages that were insured on December 31, 1936, as is 
shown in Table LVI. 


TaBLE LVI. Types oF LENDING INSTITUTIONS FINANCING MORTGAGES 
ACCEPTED FOR INSURANCE BY THE FEDERAL HOUSING 
ADMINISTRATION, ON DECEMBER 31, 1936 


Torat VoLuME or MortGaGEs 


Lender Number Amount|Per Cent|Per Cent 


of |Number Oo ° 
Lenders ($000) |Number/Amount 

National Banks................ 1,832 | 44,877 |178,333 | 32.1 | 31.5 
State Banks and Trust 

Gorman sch i... Src). ass 2,029 | 42,756 |168,310 | 30.6 | 29.7 
Building and Loan Associations..| 3,861 | 87,633 |346,643 | 17.0 16.4 
Mortgage Companies........... 113 | 11,073 | 48,902 RSE 8.6 
Insurance Companies........... 107 | 8,117 | 38,381 5.8 6.8 
SAVINGS HBADKSU ce eve cig? ays oes 96 | 4,894 | 20,419 $155) 3.6 
PMO soso. 24| 42380 | 192427] 3.1 3.4 


Source: Federal Housing Administration, Third Annual Report, p. 30. 


Of the total mortgages insured by the Administration, com- 
mercial banks, trust companies, and building and loan associa- 
tions financed 77.6 per cent, leaving 22.4 per cent for the other 
institutions. 

This summary of the operations of the federal government 
in the mortgage field indicates that the government agencies 
have not been of great importance to the savings banks, except 
for the savings and loan associations, which have assumed a 
dominant role in the mortgage-lending business. A comparison 
of size, however, would show the savings banks to be much more 
important, since they have a large volume of resources accu- 
mulated over many years. It is only in recent years that they 
have been surpassed in the volume of new loans, to some extent 


* Federal Housing Administration, Third Annual Report, p. v. 
* Ibid., p. 46. 
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because of their own reluctance to lend except on the very best 
security. Many would have expanded their mortgage-lending 
activity in recent years, however, had not a large part of the 
potential loans been made by the savings and loan associations. 

One of the most important sources of mortgage credit in 
many localities has not been mentioned, that is, loans made by 
individuals and numerous small estates and trust funds. The 
Financial Survey of Urban Housing found that more mortgage 
credit came from this than from any other source.?® This survey 
was made, however, as of January 1, 1934, before much of the 
federal activity had gotten started. Nevertheless, the findings 
of this survey help to indicate the role played by savings banks 
in a state like New York, where they are numerous. The survey 
covered two New York State cities, Binghamton and Syracuse. 
In the latter city the mortgages made by the savings banks 
amounted to nearly 60 per cent of the total. In Binghamton, 
with less than 27 per cent made by savings banks, individuals 
provided most of the mortgage credit. The relatively minor 
role played by insurance companies in these localities is apparent 
from Table LVII. Syracuse is well supplied with savings banks, 
while Binghamton is in less of a savings bank area. It should 
be noted that these figures include liens of all priorities, while 
savings banks are authorized to make only first mortgage loans. 


TasLe LVII. Sources oF MortTGAGE CREDIT, ALL PRIORITIES, BINGHAMTON 
AND SYRACUSE, JANUARY 1, 1934 


Per Cent or Tora Loans 


Lender 
Binghamton Syracuse 

Savings Banks jue .f aa seian cherie 26.7 59.8 
Life Insurance Companies............ 3.6 Sek 
Building and Loan Associations....... 0.9 0.7 
Commercial) Banks: tion oo sane eee Py) 9.6 
Mortgage Companies...............- 0.3 0.6 
Construction Companies............. i 0.2 
Title and Trust Companies........... 0.1 1.2 
ie (Ag ON WAR Os AAS Reg A SRN en eb le vs 0.2 
Tndivid wali). ules Wey! yay ree neta oe. 53.6 20.2 
Others. nce ht aleras epats meant 22) 2.4 

Totali Amountiisnae ee venice $783 , 600 $3, 563,500 


*® Quoted by David L. Wickens, Journal of Land and Public Utility Eco- 
nomics, Feb., 1936, p. 63. 


COMPETITORS OF THE SAVINGS BANKS 197 


When one attempts to forecast the role the savings banks 
will play in the financial world in the future, he is confronted 
with several perplexing questions. Not the least of these is the 
part to be taken by the federal government in several related 
fields. There is first the competition for funds in the issue of 
savings bonds. The rapidity with which these bonds have been 
sold without a great deal of promotion indicates that they will 
continue to absorb a large part of the savings of people who 
might otherwise use the savings banks. In the second place, the 
federal government has increased its activity by setting up insti- 
tutions in the savings field analogous to the federal reserve 
system in the commercial field. These institutions have in- 
creased the sources of mortgage credit and will probably in the 
future do a large part of the mortgage-lending business. 

The action of the federal government may influence the 
future of the savings banks through the operation of the social 
security program. It is impossible to foretell whether this 
program will tend to decrease or increase the “propensity to 
save.” The insurance companies evidently feel that the social 
security program will encourage their business. On the other 
hand, many believe that wage earners will not feel the necessity 
for saving if they are assured an income after they cease work- 
ing. An analysis of economic motives is always difficult, but 
while the wage earner need not feel that he must save for his 
old age, there is the possibility that he may increase his savings 
for other purposes. Perhaps the main problem is whether or 
not the wage earner will be able to save. This ability will be 
decreased by the social security assessments. After a deduction 
of 3 per-cent, which will be the tax on wages when the plan is 
in full operation, an individual earning $1,500 a year might not 
have a great deal left to be saved. For such an individual the 
annual tax would be $45, an amount many wage earners in the 
past have not found it possible to save. 

It should be fairly obvious that such a rapid growth as the 
savings banks enjoyed in the past is not likely to be repeated in 
the near future. A growing population that enjoyed a rising 
standard of living was enabled for many years to deposit more 
and more funds in the savings banks. The trend of population 
growth alone should presage a slowing down of the growth of 
deposits, although it might be counteracted by the advancing 
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age distribution and by smaller families. Another period of 
prosperity would naturally increase the ability to save, and if 
recent developments in the field of labor relations should lead 
to labor getting a larger share of the social product, wage 
earners would be able to save more in the future. 


The trend of deposits and withdrawals for the past few 
years, however, indicates that the savings banks may be assum- 
ing a new function. The fact that the deposits and withdrawals 
are much more nearly equal than in past years indicates that 
people are not using their savings accounts as much for accumu- 
lating surpluses as for building up small sums to be spent in the 
not distant future.?° Such a development may be the result of 
lowered incomes during the depression, but the tendency per- 
sisted into 1937.°! If this use of savings banks continues, their 
growth will be limited to the increase in deposits brought about 
by the addition of dividends, which, on balance, depositors have 
traditionally left on deposit in the banks. 


An increase in the number of banks, as distinct from an in- 
crease in their resources, is not to be expected. The trend for 
many years has been for a decrease in the number of banks, 
through mergers and consolidations. This trend has also been 
apparent among commercial banks, where it has been accelerated 
by failures. Regardless of the reasons for the decrease in the 
past, the situation at present is not conducive to the founding of 
new savings banks. There is little incentive, since the trustees 
of a new bank must guarantee the deposits by contributing to 
a surplus fund at the beginning, which is limited to a return 
equal to that paid on the deposits. At the present time the prices 
of securities legal for investment are so high that only a small 
return is obtainable, and the competition for mortgages is such 
that few are available. 

With regard to the investment opportunities of the savings 
banks, a summary of the preceding chapters would indicate that 
for some years the banks will continue to increase their bond 
investments in relation to their mortgages, and that within the 
bond portfolios, the trend will be toward government obliga- 

*° One bank in particular attempted to encourage this tendency to use say- 
ings deposits for current uses by trying to arrange to pay public utility bills 


out of depositors’ accounts, but this was not considered legal by the banking 
department. ™ See Chart XV, p. 155, above. 
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tions. The lack of good mortgages, the uncertain future of the 
railroads, and the price relationship of the different classes of 
bonds lead to these developments. 

The savings banks have shown that they are a valuable part 
of the financial structure of the country and will undoubtedly 
remain an indispensable part of it. For over a century they have 
safeguarded the accumulations of a part of the population that 
could not easily handle its funds otherwise. The records of the 
banks over this period of time have been admirable. There have 
been few failures, even during the severe banking crises of the 
last seventy-five years. Savings bankers have indicated a will- 
ingness and ability to co-operate with each other and with other 
institutions in solving the problems presented by the depression 
of the early 1930’s, and are attempting to make their banks 
safer than ever before. 
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Accounts: see deposits; activity, 
156-157 

“Additional loans”: exceed new loans, 81 

Albany Savings Bank: early bank, 4; 
chartered, 11; powers, 12 

Amortization: introduced for 
(1907), 31; and liquidity, 169 

Anderson, Dr. B. M.: referred to, 53; 
quoted, 54 

Apartment houses: foreclosures of, 96-98; 
sales of, 102-104 

Arbitrage: development, 113 n 

Auburn Savings Bank: and guaranteed 
mortgages, 58 

“Available fund”: in General Law, 20; 
in Panic of 1873, 18 


bonds 


Banx for Savings, the: chartered, 4; 
early surplus, 13; first financial state- 
ment, 10-11 

Bank Holiday: and emergency 
tions, 137 

Bankers’ acceptances: adopted during war, 
41; never important, 167 

Banking Act of 1935: permitted more 
mortgage lending, 82, 181 

Banking Board: may allow certain in- 
vestments, 121 

Biddle, Clement C.: early founder, 4 

Binghamton: mortgage loans in, 196 

Bloodgood Bill: permitted investment in 
municipal bonds, 24 

Borough of Queens: foreclosures in, 97 ff. 

Bowery Savings Bank: charter limited de- 
posits, 13 

Brooklyn: foreclosures and sales in, 103 
ff. 

Brooklyn Savings Bank: early charter, 12 


institu- 


Cuarters: early provisions, 12 ff. 
Clinton, DeWitt: and Bank for Savings, 


4,7 , 
“Coldwater” tenements: foreclosures of, 


96 
Collateral loans: legal provisions, 24 
Committee on Bank Reserves: quoted, 54 


Competition: see types of banks; for 
mortgages, 180 ff. 


Currie, Dr. Lauchlin: referred to, 53 


Deros, Daniel: early advocate, 3 

Delestre, Hugues: proposed savings bank, 
3 

Delinquencies: on mortgages, 67 ff. 

Deposit insurance: see Mutual Savings 
Banks Fund; federal plan dropped, 147 

Deposits: activity of, 149 ff.; of “capital- 
ists,” 17, 21, 28, 34, 165; commercial 
and savings compared, 171-173; dur- 
ing war, 42; growth before 1907, 29; 
in 1916, 38; limited by charters,* 13; 
limited by General Law, 20; tax ex- 
emption, 28 


Depression of 1930's: caused shift to 
bonds, 80; summary, 37 
Dividends: after 1881, 22, 29; after 


1907, 33; in 1916, 38; in 1920's, 53; 
limited by General Law, 20 
Duncan, the Rey. Henry: early founder, 


3 


Epwarps, Professor George W.: re- 
ferred to, 121 


Feperar Home Loan Bank Act: 
Home Loan Banks, 185, 186; mem- 
bers, 186; provisions of, 184 

Federal reserve system: membership per- 
mitted, 137; rediscounting for savings 
banks, 41; rediscounting mortgages, 
183 

Financial Survey 
quoted, 196 

Foreclosures: by size of loan, 109; by 
year of loan, 108; costs of, 86; in 
early depression, 68, 85 ff.; procedure, 
108; reluctance to foreclose, 85; sum- 
mary of record, 64, 95 

Free Banking Law: provisions, 14 


of Urban Housing: 


GeEnERAL Law of 1875: agitation for, 
19; provisions of, 20 
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Government Bonds: see Liberty Bonds 
and Victory Loan; adequacy, 129; 
after war, 112; during war, 36; in 
1881, 22; in 1907, 29; owned, 128; 
since 1935, 130 ff.; summary, 114 

Growth of savings banks: after 1875, 
21; after 1920, 52; before 1875, 16; 
future, 197-198 


Home Owners’ Loan Act: Corpora- 
tion, 187-188; provisions of, 187 

Homes: foreclosures of, 98; sales of, 
100-101 


InstrruTION for Savings in the 
Town of Salem, the: 9 

Institutional Securities Corporation: and 
“additional loans,” 81; capital struc- 
ture, 139; described, 137 ff.; mortgage 
purchases, 140; mortgage servicing, 
143-146 

Insull, Martin J.: quoted, 60n 

Investment Board: desirability, 122-123 

Investments: see type of investment; 
changes in (1914-1920), 41; changes 
since 1929, 116; losses on, 133-1345 
on legal list, 117 ff.; percentage of 
legals owned, 124; shorter maturities, 
135; total value (chart), 113 


K.wickERBOCKER Savings Bank: 
failure of (1845), 15 


Leca list: agitation for enlargement, 
120; described, 116 ff.; inflexibility, 
121-122 

Liberty Bonds: during war, 36, 39 

Liquidity: compared to commercial banks, 
167; and deposit-withdrawal equality, 
150; and shiftability, 164-165; sugges- 
tions for, 170; trend away from 
(1920-1929), 163 


M.rappEn Act: permitted more 
mortgage loans, 180 

Malthus, Thomas: early advocate, 3 

Mechanics’ Savings Bank: failure of 
(1870), 15 

Miller, Mr. Charles A.: quoted, 194 

Mortgage loans: decrease during war, 
41; delinquencies, 67 ff.; early charter 
provisions, 12; growth (1920-1929), 
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55 ff.; guaranteed, 49, 57; illiquidity, 
66; in 1884, 23; in 1907, 29; in- 
crease before 1893, 25; lack after war, 
48; legal restrictions, 64-65; present 
practices, 66; summary, 76-77; under 
General Law, 20; yield in 1881, 22; 
yields (1920-1929), 573; yields (1930- 
1937), 77-78, 83 

“Mortgagee in Possession”: defined, 70 

Municipal bonds: decrease during war, 
41; owned, 125; tax exemption, 45 

Mutual Savings Banks Fund: described, 
146-148 


N ATIONAL Association of Owners of 
Railroad Securities: purpose, 44 

National banks: competition, 17, 177; 
deposits (1893), 26; early failures, 
19; in 1907, 31-32; mortgages, 180- 
183 

National Housing Act: insurance, 194- 
195; provisions of, 191-192 

National Mortgage Associations: powers, 
192 


Ornzr real estate”: income and ex- 
pense, 90-92; per cent of mortgages, 
87; period held, 86; rapid increase, 
89; sales of, 91-93, 99 ff.; sales by 
commercial banks, 106-107 n 


Panic of 1873; experiences in, 17-18 

Panic of 1893: experiences in, 23, 25, 26 

Panic of 1907, experiences in, 30 

Philadelphia Savings Fund Society: early 
business, 9; early charter, 4 

Poughkeepsie Savings Bank: early char- 
ter, 12 

Provident Institution for Savings: early 
bank, 4; early business, 8 

Public utility bonds: adopted for invest- 
ment, 59 ff.; owned, 127-128 

Purchase money mortgages: bulk of new 
loans, 81-82; and real estate sales, 94 


Racvert, Condy: early advocate, 4 

Railroad bonds: advocated for invest- 
ment, 22; Chicago and Alton line, 28; 
decrease during war, 41; government 
operation of roads, 43; in 1907, 29; 
Johnstown and Gloversville line, 28; 
legalized for investment, 27; morato- 
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rium, 126; owned, 126-127; second- 
grade purchased, 61; summary of 
changes, 114; yield (1857-1937) 
(chart), 112 

Recession of 1937: and mortgages, 72 

Reconstruction Finance Corporation: pos- 
sible aid to banks, 139 

Rent agreement: and rent assignment, 70 

Reserves: for deposits, 161-163 

Resources: see type; gain (1920-1929), 
59 

Ricardo, David: early advocate, 3 

Rochester Savings Bank: early charter, 
12 

Runs: how met, 166 

Russell, Horace: quoted, 86n, 189n 


Sarr Deposit and Savings Institution 
of Syracuse: failure of, 16 

Savings and loan associations: competi- 
tion for funds, 177-178; competition 
for mortgages, 189-191; insurance, 
192 

Savings Bank Law of 1853: provisions, 
13 

Savings Bank of Utica: charter amended, 
12 

Savings Banks Trust Company: and ‘“‘ad- 
ditional loans,” 81; as trustee in reor- 
ganizations, 140-141; as trustee of Mu- 
tual Savings Banks Fund, 146-148; 
capital structure, 139; described, 137 
ff.; investment advice, 141-142; and 
legal list, 122; purchase of original 
issues, 143 

Silver policy: threatened surplus, 23 

Six-penny Savings Bank: failure of, 15 

Social “security program: and _ savings 
banks, 197 
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Society for Prevention of Pauperism: and 
Bank for Savings, 4, 7 

Special Report on Savings Banks (1868): 
15 

Speculation: and withdrawals, 156-158 

State bonds: New York State bonds 
owned, 124; other states, 125; sum- 
mary of changes, 114 

Steiner, Dr. William H.: referred to, 153, 
154 

Stock savings banks: comparisons, 5 

Strawbridge, John: early founder, 4 

Surplus: in 1873, 18; in 1888, 23; in 
1907, 30; in 1917, 46; increase in 
1920's, 62 

Syracuse: mortgage loans in, 196 


Tax delinquency: and mortgages, 70 ff. 

“Taxpayers”: foreclosures of, 97 

Time deposits: growth of, 52 ff. 

Time notice: in 1914, 34-35; in panic 
of 1893, 25; in panic of 1907, 30 

Transportation Act of 1920: 44 

Trust Companies: competition of, 49 


Unrrep States Savings Bonds: com- 
petition for funds, 178-179 


Vacant land: foreclosures and sales, 
102, 104 
Victory Loan: purchases, 36, 39 


War Finance Corporation: and say- 
ings banks, 40 

War Savings Certificates; 39 

Withdrawals: in 1873, 17; in 1893, 25; 
ce 1907, 30; in 1914, 34-35; in 1917, 
3 

World War: changes during, 38 
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